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HEARING ON THE GLOBALIZATION OF 
WHITE-COLLAR JOBS: CAN AMERICA LOSE 
THESE JOBS AND STILL PROSPER? 


WEDNESDAY, JUNE 18, 2003 

House of Representatives, 

Committee on Small Business, 

Washington, D.C. 

The Committee met, pursuant to call, at 2:03 p.m. in Room 2360, 
Rayburn House Office Building, Hon. Donald Manzullo [chairman 
of the Committee] presiding. 

Present: Representatives Manzullo, Velazquez, Schrock, Akin, 
Capito, Shuster, Franks, Beauprez, Chocola, King, Ballance, Chris- 
tian-Christensen, and Bordallo. 

Chairman Manzullo. Good afternoon and welcome to this hear- 
ing of the Committee on Small Business. I especially welcome those 
who have come some distance to participate. 

Today we are going to talk about the globalization of white-collar 
jobs. Most Americans do not realize the significant link between 
manufacturing and services. I hope it becomes clear by the end of 
this hearing. 

You know my passion for manufacturing, so why are we talking 
about the service sector today? I want people to begin to under- 
stand that what has been going on in manufacturing is not because 
manufacturing jobs are less important than service sector jobs. As 
goes manufacturing, so goes the economy. 

I have heard over and over again from pretty well educated peo- 
ple that we should not worry about manufacturing since we have 
such a strong service economy, as though services has some sort of 
a hedge of protection from foreign competition. 

There is a false sense of security. It is foolish to think that way. 
Engineers, accountants, architects, programmers, and other highly- 
skilled professionals are learning quickly that someone equally or 
more qualified than they are is taking their job for far less money 
both here in the U.S. and halfway around the world. Here is the 
connection. 

According to a recent National Science Foundation study, 48 per- 
cent of our engineers work in the manufacturing industry. These 
are the folks that create the designs, engineer processes, and drive 
innovations for manufactured goods. The U.S. economy is trying to 
grow and trying to create jobs. It is just that Americans are not fill- 
ing those jobs. They have been moved overseas where foreigners 
will work for a lot less. 


(l) 
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Some would argue that pure free trade theory should prevail. 
Whatever can go overseas should go. I would put my free trade vot- 
ing record against anybody’s, but the theorists miss a very impor- 
tant point. Free trade does not operate in a vacuum. It presumes 
that all countries participating are playing by the same rules, 
whatever those rules may be. The problem is that not all of our 
trading partners play by the rules and even our own laws have 
loopholes that allow for some of this. 

The February 3rd edition of Business Week had on the cover, “Is 
your job next? A new round of globalization is sending up-scale jobs 
offshore. They include ship design, engineering, basic research, 
even financial analysis. Can America lose these jobs and still pros- 
per?” 

Examples include radiologists in India interpreting — Congress- 
man Kirk, did you have a constituent you wanted to . 

Mr. Kirk. John Challenger. Nobody knows more about outplace- 
ment for these economic times . 

Chairman Manzullo. If you can stick around for a couple of 
minutes as soon as we finish our opening statements I will let you 
introduce your constituent. Do you want to do that? 

Mr. Kirk. Sure. 

Chairman Manzullo. Just have a seat over here. Thank you. 

Examples include radiologists in India interpreting CT scans for 
U.S. hospitals. Accountants are assessing loan risks for homes half- 
way around the globe. Five technicians sit at a computer in Ghana 
processing New York City parking tickets. Blueprints for a stair- 
case in a New York City building get drafted in Shanghai. It is in- 
teresting stuff. 

This is what globalization is supposed to be about. Everybody 
wins, right? Wrong. 

According to Forrester Research, 3.3 million white-collar jobs and 
nearly $140 billion in wages will shift from the U.S. to other na- 
tions over the next 12 years. This does not count the number of dis- 
placed Americans resulting from loopholes in our immigration 
laws. Increased global trade was supposed to lead to better jobs 
and higher standards of living for Americans by opening markets 
around the world for U.S. goods and services. 

The assumption was that while lower-skilled jobs would be done 
elsewhere, it would allow Americans to focus on higher-skilled, 
higher paying opportunities. 

What do you tell the Ph.D., professional engineer or architect or 
accountant or computer scientist to do next? Where do you tell 
them to go? What higher academic credentials are they to aspire 
to next? They did what we said: Go to school and get the best edu- 
cation you can. Get a job in the technical field and you will be good 
to go. Now that this can be done for less elsewhere should we be 
satisfied with having the intellectual capital of this nation draining 
out to other countries? Should we sit back and wait for China or 
India or Singapore or Poland to tell us what the next great techno- 
logical breakthrough is going to be? Should we be concerned about 
our national security when our intellectual capital is being shipped 
overseas? 

Our nation’s international economic competitiveness depends ab- 
solutely on the U.S. labor force’s innovation and productivity. Ac- 
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cording to economist Joel Popkin, if our innovation processes, rep- 
resented by our scientists, engineers, and technicians shift to other 
countries, “A decline in U.S. living standards in the future is vir- 
tually assured.” That is from the NAM’s white paper issued just 
two weeks ago. 

Wanting to keep jobs in America is not protectionism. It is in fact 
the very thing needed to promote free trade. Without the high pro- 
ductivity of the American worker and high levels of consumption 
by American families free trade will have no solid foundation on 
which to thrive. 

The challenge is whether we can ensure that our optimism for 
a free and fair global market place can become a reality. 

I look forward to the opening statement of Mrs. Velazquez. 

[Mr. Manzullo’s statement may be found in the appendix.] 

Ms. Velazquez. Thank you Mr. Chairman. 

As the tech industry grows, tourism flourishes and the global 
market expands, it is apparent that our world is shrinking. 

Today people travel between nations as easily as they do between 
states. Globalization which allows economic, political and cultural 
systems to cross national borders freely has caused a shift in the 
economic phase of our nation. We have witnessed the effects of the 
first wave of globalization when U.S. manufacturing moved produc- 
tion and American jobs overseas. 

Now we are experiencing a second wave of globalization which is 
impacting the strong and profitable service sector here in the 
United States. It is by far the largest component of our economy, 
accounting for 81 percent of private sector output and providing 
roughly 95 million jobs. In fact the majority of companies within 
the services industry are small businesses. 

As this sector braces for the effect this new reality will have on 
the economy just as the manufacturing sector did a decade ago, an- 
alysts foresee the flight of white-collar jobs abroad. It has been pre- 
dicted that the United States service industry should expect to lose 
at least 3.3 million white-collar jobs while $136 billion in wages 
will shift from the U.S. to low-cost countries by the year 2015. 

For many businesses, both large and small, the global market- 
place offers an array of opportunities, especially for growth. Yet it 
also presents one major drawback — job outsourcing. Companies in 
the service sector are able to find skilled labor abroad at lower 
wages. High-end service work such as writing software code and 
processing credit card receipts is being moved to developing coun- 
tries like India, China, Russia, and Eastern Europe. This has the 
potential to worsen our nation’s already suffering economy which 
has lost an estimated 2.7 million jobs since the start of the Bush 
Administration. 

There are a number of policies linked to this trend that have 
caused the shift in service sector jobs away from American work- 
ers. One is immigration policy. As non-immigration programs are 
being used and abused to obtain cheap labor. 

It also does not help that the rising cost of benefits in the U.S. 
makes cheap labor overseas and less worker protections more at- 
tractive. After all, U.S. companies are trying to cut costs and make 
a profit in this economic downturn. 
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In addition, a strong dollar has led to a trade imbalance that fa- 
vors importing foreign produced goods and services because it is 
more cost effective. The technological ease with which companies 
now do business creates an atmosphere where overseeing workers, 
assessing production, and managing transactions in Jakarta is just 
as easy and probably cheaper than here in the United States. 

As globalization now permeates the service sector it is still too 
soon to know exactly how small businesses will be affected. Since 
small businesses dominate the service sector it is critical to factor 
them into the equation making sure that policies like immigration 
help instead of hurt them. 

In working to protect the small business sector, we can better en- 
sure that it does not meet the same fate as the manufacturing sec- 
tor. This will be another serious blow for the American economy, 
possibly making the current downturn longer and even more se- 
vere. 

Thank you, Mr. Chairman. 

[Ms. Velazquez’s statement may be found in the appendix.] 

Chairman Manzullo. Mr. Kirk, if you could take no more than 
90 seconds to introduce your constituent. 

Mr. Kirk. Thank you, Mr. Chairman. 

I am just here to welcome John Challenger who is the head of 
Challenger, Gray and Christmas, probably our Chicago-land’s num- 
ber one expert on outplacements. That is such a critical moment 
in people’s careers and a critical part of the economy. I am looking 
forward to his testimony, and thank you for coming. 

Chairman Manzullo. Thank you for coming. You can stay as 
long as you like. 

Congresswoman Johnson, we look forward to your testimony. 

STATEMENT OF HON. NANCY JOHNSON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CONNECTICUT 

Ms. Johnson. Thank you very much, Mr. Chairman and distin- 
guished members of the Committee. 

I appreciate your invitation because I believe we are experiencing 
a real crisis in our job market. While our pro-growth tax policies 
will help, there are still far too many people unemployed, and be- 
neath that aggregate unemployment numbers lies an even more 
disturbing trend. 

Unlike past instances of high unemployment, the ranks of the 
jobless are increasingly composed of highly skilled, college educated 
workers that typically had little difficulty finding a new job in the 
past. Today they are suffering lengthy periods of unemployment. 

There are a host of reasons for this persistent weakness in the 
labor market but I believe that we are inadvertently making the 
situation worse through our generous guest/worker visa program. 

During the April recess I had an opportunity to visit with a 
group of constituents who told me a very sobering story. These con- 
stituents, all unemployed information technology workers, told me 
that their former employers were replacing them with cheaper 
workers brought in from overseas on H-1B or L-l visas. 

My constituents claim that companies are using foreign workers 
because they can pay them less. Due to the fact that the foreign 
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workers’ stay in the United States is contingent upon the employer, 
these foreign workers are also more easily managed. 

In some cases the American worker has been instructed to train 
the new arrival only to be summarily dismissed and replaced by 
the foreign worker. 

If this is true it directly contradicts the intention and spirit of 
our immigration law. 

I was so alarmed by these stories that I contacted several of my 
local employers to ascertain what their policy was regarding guest 
workers. While to the best of my knowledge none of the companies 
are violating the law, I have subsequently discovered that my con- 
stituents’ experience is not unique nor is it isolated and we need 
to change the law. 

As you are aware, the L-l visa program was created to enable 
multinational corporations to bring in key executives to work in the 
United States for up to seven years. It was thought that the busi- 
ness community needed a special class of visas to expedite inter- 
company transfers. You will see the rationale for that in the Cham- 
ber letter. 

More recently, however, a cottage industry has emerged to ex- 
ploit the L-l visa program. These companies can be constituted 
with the express purpose of funneling workers into the United 
States. IT consultancies with operations overseas, for example, are 
using the L-l visa program to import workers who are then con- 
tracted out to domestic companies and there is no annual limit on 
the number of L-l visas. 

The L-l visa program is not subject to any of the constraints or 
governance that the H-1B visa dependency program is. If you are 
a dependency company then you have to look and see is there an 
American who can do the job and you have to pay them the same. 
If you are not a dependency company, and practically no one is be- 
cause you have to have 15 percent of your employees H-1B visa 
employees, if you are not a dependent company then you do not 
have any of those constraints. You do not have to look and see if 
an American can do the job and you do not have to pay them the 
prevailing wage. 

I find this absolutely outrageous and more egregious than cor- 
porate expatriation to Bermuda which has received a lot of atten- 
tion in this Congress because the expatriation is at least a paper 
operation. These operations directly take jobs, well-paying jobs, 
skilled jobs, from American workers. 

There are several steps I believe Congress can take to address 
this situation. 

First we should initiate a thorough and detailed reevaluation of 
the various guest worker programs, and I believe there is a very 
important role for guest worker programs to play in many sectors 
of the economy. The H-1B visa program, for instance, was in- 
creased in 1999 to address the apparent shortage in qualified IT 
workers leading up to the year 2002. That was true. We allowed 
the cap up. If the shortage no longer exists then the justification 
for the inflated number is moot. We have no public interest in 
keeping qualified American workers unemployed in order to accom- 
modate guest workers. 
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We should also examine the rules governing the L-l visa pro- 
gram. Clearly the law was not intended to promote the wholesale 
importation of contract consultants. 

I am the cosponsor of a bill introduced by Representative Mica 
that will close the loophole that allows consultancies to bring in 
guest workers for contract work. If a company was supposed to be 
allowed to bring in people from their own companies abroad so they 
could learn domestic management styles and a lot about how the 
company operates. Perfectly legitimate. But when it is a consultant 
company bringing in people who are consultants and farming them 
out to an American business, that is a whole different issue. 

We should devote more resources to worker training, and compa- 
nies certainly have a legitimate need for talented, knowledgeable 
IT workers, but ironically now that we have used some of that H- 
1B visa money to build up our IT capability, we have kids in those 
classes taking those courses unable to find a job upon graduation. 

Throughout my congressional career I have been a strong pro- 
ponent of free trade and open markets. My support is not contin- 
gent or qualified because I believe in the end free trade means 
more jobs for Americans and greater worldwide prosperity, but we 
cannot allow an individual to be compelled to lower their standard 
of living to compete with individual immigrants not covered by the 
same rules applied to H-1B dependent companies. U.S. companies 
that cultivate a workforce that is skilled and well trained, develop 
teamwork and make wise capital investments can compete and 
thrive in the world market. Companies that pay multi-million dol- 
lar salaries to their top executives and cut $20,000 here and there 
from significant skilled jobs are in my estimation setting them- 
selves on a downward spiral. They are undermining our strength 
as a national economy and compromising our ability to compete. 

I thank you very much, Mr. Chairman, for having this hearing. 
I believe it is an important one, and I thank you for your time and 
attention. 

Chairman Manzullo. Thank you very much Congresswoman 
Johnson. 

Did you want that letter from the Chamber made part of the 
record? 

Ms. Johnson. Yes, I would like to do that. Actually it is to you. 

Chairman Manzullo. That is correct. It is also to the Com- 
mittee. 

Any time that you would want to leave, Congresswoman, please 
feel free to do so. 

Ms. Johnson. I would like to hear as much testimony as I have 
time to hear. 

Chairman Manzullo. We appreciate that. 

Ms. Johnson. Thank you. 

[Ms. Johnson’s statement may be found in the appendix.] 

Chairman Manzullo. Our next witness is Bruce Mehlman. He 
is Assistant Secretary of Commerce for Technology. I have known 
him for a period of years. He is a very, very bright attorney. 

Prior to going into your testimony, Mr. Mehlman, if you could 
take just a few seconds or half a minute to tell exactly the nature 
of your position and the purpose of it. That would help lay the 
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groundwork for the rest of your testimony. Once you do that, I can 
start your 5 minute clock. How does that sound? 

Mr. Mehlman. Very good. Certainly, Mr. Chairman. 

Chairman Manzullo. Thank you. 

Mr. Mehlman. Thank you. 

I lead something called the Office of Technology Policy within the 
Technology Administration of the Commerce Department. Our of- 
fice focuses, for the most part, on four areas with the mission of 
maximizing technology’s contribution to America’s competitiveness, 
to our job growth, and to our long-term prosperity. 

Our office serves as policy analysts. The most recent thing, and 
I brought copies for the Committee today as well as we are going 
to be distributing them to all Members of Congress, is the Sec- 
retary’s report to Congress on education and training for the infor- 
mation technology workforce which is a 225 page, fairly exhaustive 
report. We sat with workers, we sat with employers and other busi- 
ness leaders, business leaders, to try and understand the nature of 
this very complex and rapidly evolving training landscape; in part 
because we believe and Congress believes that to remain competi- 
tive and to have our workers be successful we are going to need 
a dynamic reskilling environment. 

We also take a look at other technology-influenced long term 
trends including things such as the deployment and usage of 
broadband networks, biotechnology policies, particularly in the area 
of bio-defense vaccines and immunologies. 

We have looked at IT workforce questions for quite some time. 
We are taking a look at technology transfer through Bayh-Dole and 
Stevenson-Weidler which are the acts that gave birth to our office 
back in the 1980s. 

We really do have an exciting area and we are trying to advise 
as best we can both Congress and the Administrative branch on 
policies and policy recommendations and on technology trends that 
we think America needs to know about to remain competitive. 

Chairman Manzullo. That is a great introduction of yourself. 
Now I can start the five-minute clock. 

Mr. Mehlman. Very good. 

Chairman Manzullo. Thank you. 

STATEMENT OF THE HONORABLE BRUCE P. MEHLMAN, AS- 
SISTANT SECRETARY FOR TECHNOLOGY POLICY, U.S. DE- 
PARTMENT OF COMMERCE, WASHINGTON, D.C. 

Mr. Mehlman. Chairman Manzullo, Ranking Member Velazquez, 
members of the Committee. Thank you for inviting me to appear 
before you here today and for your leadership. The issue of global 
competition for white-collar service work is an important and a 
timely one. 

Few Americans are feeling greater uncertainty these days than 
our information technology and communications workers. I know 
this both in my professional capacity and through prior personal 
experience having been at an information technology company, and 
I have many friends who express many of the concerns that were 
reflected in that Business Week article. 

Over the past five years IT workers have endured multiple 
shocks to IT spending and employment, including the end of the 
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year buildup in 1999, the bursting of the Internet and telecom bub- 
bles in the year 2000, dramatic reductions in corporate IT spending 
during the 2001 recession that began in January of that year, the 
9/11 terrorist attacks, investor and business uncertainty as many 
business scandals of the late 1990s came to light, continued market 
caution preceding the liberation of Iraq, and of course accelerating 
global competition. 

As detailed more fully in my written testimony, it is difficult to 
precisely separate American IT job losses due to this post-bubble 
business cycle from slower job growth resulting from global com- 
petition or off-shoring of work. It is certainly clear, however, that 
as the growth of U.S. IT jobs has slowed dramatically for many 
reasons, the volume and value of offshore work has grown rapidly. 

Most analysts agree this competition and IT services will in- 
crease as offshore IT service providers improve their quality, their 
processes, and their expertise; as improved telecommunications 
connections, especially broadband, enables more business cus- 
tomers to out-source and offshore work effectively; and as these 
business customers including very many manufacturers determine 
they can realize value and gain competitive advantage through 
outsourcing. 

As with so many global trends there is significant disagreement 
over the implication of competition in white-collar service work for 
American prosperity and competitiveness. One might note so far 
that America has benefited from trade in IT services. In 2001, U.S. 
cross-border exports of IT services totaled $10.9 billion while our 
imports totaled $3 billion, yielding a trade surplus of $79 billion. 
Yet we must all be concerned with the impact of this growing com- 
petition on American jobs, on wages, and on workers. I think the 
Committee’s concern is very well placed. 

Certainly we will need further investigation and analysis to un- 
derstand the dynamics at work and to formulate appropriate policy 
responses. As I mentioned, we today released an exhaustive report 
on the education and training landscape for IT workers and we 
very much hope that our findings are going to contribute to policy- 
makers’ understanding and thinking on this topic. 

One thing we already know is that U.S. workers and employers 
are going to face unprecedented global competition going forward 
and permanent innovation will be absolutely essential to our long- 
term success. We need to be ready. 

The Bush Administration has an aggressive pro-job growth, pro- 
technology innovation agenda. I have detailed it a bit longer in my 
written submission, but specifically we aim to promote innovation 
through greater research and development investments, through 
stronger intellectual property rights protection, and through a bil- 
lion dollar program through NSF and the education department to 
improve math and science teaching. 

We intend to support entrepreneurship, especially among small 
businesses through appropriate tax, trade and regulatory policies. 
We are aiming to improve our innovation infrastructure including 
broadband, spectrum, energy and of course critical infrastructure 
protection, an area particularly highlighted post-9/11. 



9 


And last but hardly least, we need to empower and we are enact- 
ing policies to empower current and future generations of American 
workers through education and through e-government. 

Education clearly sits at the heart of our future competitiveness 
and as evidenced by H.R. 1, the No Child Left Behind Act, we are 
focused on this challenge. 

We must continue to aggressively pursue reform and improve- 
ment in education as we implement this landmark legislation. 

We will additionally need to find ways to boost the productivity, 
flexibility, creativity and effectiveness of American IT workers to 
enable them to overcome global wage disparities by leveraging a 
dynamic and responsive reskilling landscape that lets us compete 
and win on our own terms. We hope the extensive report we re- 
leased today might prove a constructive first step. 

Global competition accelerates so-called creative destruction, a 
fairly ugly economist term that refers to the process by which new 
ideas, jobs, technologies and industries replace older ones. That can 
be good for innovative and market-based economies overall at the 
macro level. But creative destruction is terribly difficult for dis- 
placed communities and it is unacceptable for individuals. 

America must compete in the global marketplace but we must 
never compete in the losing battle to see who can pay their workers 
the least. Only sustained innovation can ensure that we do not 
have to. 

There are many real challenges facing our nation but I remain 
very optimistic about America’s future and I have tremendous con- 
fidence in the quality and dedication of our workforce. 

The Administration looks forward to working with this Com- 
mittee and others in Congress to ensure we provide American 
workers with the tools, the technology, and the skill sets and the 
talents they need to compete and win in the 21st Century global 
economy. 

Thank you, Mr. Chairman. 

[Mr. Mehlman’s statement may be found in the appendix.] 

Chairman Manzullo. Thank you for that excellent testimony. 

The complete statements of all the witnesses will be made part 
of the record. 

Our next witness is Pete Engardio, Senior News Editor for Busi- 
ness Week. You are also the author of this article. 

We look forward to your testimony. 

Mr. Engardio. Thank you very much. 

STATEMENT OF PETE ENGARDIO, BUSINESS WEEK, NEW 

YORK, NY 

Mr. Engardio. You have the article, I believe, in the record so 
I will just kind of summarize very quickly. 

We have followed this trend in Business Week for quite a while. 
I wrote my first long article about outsourcing of white-collar work 
10 years ago, when I was based in Asia. Back then we were talking 
about data processing in the Caribbean, software, code writing in 
India, some call center work, some kind of processing of loan appli- 
cation and credit card paperwork in Malaysia. So this trend is not 
new but it has picked up steam tremendously in the past decade 
and now it is really hitting critical mass. You now are seeing cor- 
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porations hiring people in the Philippines, India, China, setting up 
operations with 500 people to 5,000 people each. 

Companies like AIG, General Electric probably have 10,000 serv- 
ice workers overseas. And you are seeing just a vast acceleration 
happening right now. It is happening because of digitalization. Al- 
most every kind of work process can be codified and written into 
bits and bytes. This happened because of a dramatic improvement 
in IT infrastructure overseas, especially in developing countries. 

There are very, very good providers now that have years of expe- 
rience, companies like Wipro, which we mentioned, and the Amer- 
ican companies like General Electric and IBM Services are now be- 
coming very global in the services they provide. And corporations 
are under extreme cost pressure which is why we are seeing the 
explosion I think of this work right now. 

So it fits into the outsourcing trend that has been going on in the 
country. The difference is now it is moving abroad to where the 
workers are. Rather than the workers having to come here, having 
to get H-1B visas, the work can now go to them at a fraction of 
the cost, wages at their level. 

In addition, education is improving dramatically in the devel- 
oping world. So we are not talking about sweat shops, we are talk- 
ing about architects working for Fluor Daniel in the Philippines 
which has 700 of them doing the blueprints for the most advanced 
power plants and factories and semiconductor wafer fabs that are 
being built in this country and around the world. 

But these are highly qualified, over-qualified draftsmen. Often, 
many have a master’s degree in architecture, a master’s degree in 
accounting. The Philippines has an over-abundance of them. China 
graduates 70,000 mechanical engineers a year, hundreds of thou- 
sands of chemical engineers every bit as well educated as ours. In 
our country there is right now a shortage of these skills, at least 
that is what companies say. 

But these workers that are working in call centers, almost all are 
college graduates. We have talked to a number of them in many 
countries and we have been to a number of call centers. These 
workers see these jobs as careers. They are working for American 
Express. They are working for Delta Airlines and they are proud 
of it. To them this is a dream come true. So they are getting very 
well paid in their local standards. They do not feel exploited, the 
ones that we spoke with. They are happy to get the work. 

The numbers you saw I think being quoted by Forrester, 3.3 mil- 
lion is obviously a real guess, but I think many other consultancies 
are coming up with similar kinds of studies that kind of are along 
those lines. DeLoitte & Touche just released a study estimating 
about two million financial services workers alone will be going to 
developing countries over the next ten years or so. About 800,000 
of those from the United States. 

So I do believe this is a megatrend that is just starting to hit 
critical mass right now and is going to snowball and snowball. 
Right now, even though we have spent a tremendous amount of 
work on this project, we are just still scratching the surface. 

Quickly, about who wins and who loses, it is way too early to tell. 
Obviously the developing world gains tremendously from this. 
Countries like India, the Philippines, that really have never been 
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that great at manufacturing are now developing much more rapidly 
because of service industries. It is good for them. It is good for their 
workers. And it is also skills that they are picking up with Amer- 
ican companies are being used to develop much better service in- 
dustries domestically which means they do not have to export. 
They do not have to export manufacturing. So it is good for them, 
clearly. 

Is it good for the United States economy? We do not have a clue. 
We have not come across any serious analysis of this subject. Every 
big trade economist that we spoke with said they had not started 
looking at it. It is all very intriguing. 

Is it good for the American worker? It really depends I think on 
what job category you are looking at. I do not think it makes any 
difference for a mechanical engineer since there is a shortage of 
them. I believe that is true for chemical engineers too. 

Obviously, IT support workers, and as the gentleman from the 
Commerce Department said, it is very hard to make the direct cor- 
relation. But clearly people are being laid off right now and are 
being substituted in India in certain categories, and wages are de- 
clining. 

Chairman Manzullo. Very good. 

[Mr. Engardio’s statement may be found in the appendix.] 

Our next witness is Ron Hira. Mr. Hira is Chair of the IEEE- 
USA Research, Development and Policy Committee. He holds a 
Ph.D. in Public Policy from George Mason, an M.S. in Electrical 
Engineering, a B.S. in Electrical Engineering. His interests include 
R&D, policy, et cetera. 

We look forward to your testimony. 

STATEMENT OF RON HIRA, PH.D., P.E., COLUMBIA UNIVER- 
SITY, CENTER FOR SCIENCE, POLICY AND OUTCOMES, 

WASHINGTON, DC 

Mr. Hira. Thank you, Mr. Chairman. Thank you and the other 
distinguished members of the Committee for inviting IEEE-USA to 
talk about this very important issue. 

My name is Ron Hira. I am a post-doc fellow at Columbia Uni- 
versity at the Center for Science, Policy and Outcomes. I am testi- 
fying here on behalf of the 235,000 U.S. members of the Institute 
of Electrical and Electronics Engineers also known as IEEE-USA. 
We are a professional society with individual memberships. Our 
members are electrical engineers, computer engineers, software en- 
gineers, you name it. They work in industry, in government, in uni- 
versity, as professors of students, as managers, as engineers. About 
20 percent or so work for small businesses directly. 

I think Pete Engardio and his colleagues at Business Week have 
done a really great job of framing what is going on and I am just 
going to reiterate that the trend is gaining momentum by the day, 
outsourcing. 

Let me give you a quick example. Just this morning on 
CBSMarketWatch.com I downloaded an article that says EDS, 
Electronic Data Systems which is the largest of the IT services 
companies in the U.S., is going to cut 2700 jobs to save cash. 

Yesterday there was an article in the Economic Times of India 
which is the largest financial daily newspaper there that says EDS 
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plans to expand operations in China and Hariana, India. So at the 
same time that EDS is cutting jobs, it is also expanding operations 
in India. 

Why are companies doing this? Clearly cost is one driver. If you 
do a simple back of the envelope calculation a $70,000 salary for 
an engineer in the U.S., a Russian engineer would be equally 
happy with $14,000. Just do the simple calculations based on what 
economists call purchasing power parity. There is a big difference 
in terms of the standard of living, cost of living in those countries 
and engineering talent is much cheaper there. 

But it is not going to be just engineering or information tech- 
nology, but also research and development and accounting and law 
and so on and so forth. And even though India is most often dis- 
cussed as a nation, it is not going to be in India. In fact I spent 
a few weeks in Romania about two years ago working with some 
IT companies there. You would be surprised at how good their 
English is, the educated population there. 

Not only that, but part of their strategy is to try to target these 
types of jobs. 

What are some of the impacts? Clearly I think there are going 
to be some impacts on the unemployment situation for domestic 
workers. Right now electrical engineers, computer engineers, soft- 
ware engineers are facing unprecedented levels of unemployment. 
Seven percent for electrical engineers; 6.5 percent for computer 
hardware engineers; and 7.5 percent for software engineers. You 
would expect maybe one to two percent generally in those cat- 
egories. So this is an incredible waste of human capital, some of 
our best and brightest in America. 

Secondly there are going to be a number of impacts in terms of 
the economic security and military security, homeland defense. It 
is almost universally agreed that technology and technological in- 
novation is what drives economic growth as well as military ad- 
vances and defense advances, and as more work and more sophisti- 
cated work goes offshore, it will be more difficult for us to sustain 
an economic growth rate that is reasonable as well as sustain our 
military advances. 

And location really does matter in the innovation process. This 
is pretty well agreed upon no matter what side you are on ideologi- 
cally. You just look at Silicon Valley. Things feed on themselves, 
technological advance does. 

For our members it is not an ideological or a theoretical issue, 
it is a practical one. They are not able to find positions. 

John Gibson who is the head of our section down in Research 
Triangle Park, North Carolina, says that even if Congress expands 
unemployment benefits his members down there have been unem- 
ployed for so long that it is just meaningless. 

Lastly I just want to touch on a couple of quick public policy al- 
ternatives. First, I will reiterate that timely and reliable statistical 
information on what types of positions and how many are going 
abroad is very important. We have heard the 3.3 million quote over 
and over again and it is not clear to me what that is based on. 

Secondly, the current non-immigrant system has actually acceler- 
ated the movement of work offshore. The H-1B and L-l visas need 
to be reformed. 
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Lastly, Congress needs to look at the WTO general agreement on 
trade and services and follow what is going on there because these 
developing countries are actually pushing for much laxer regula- 
tions in terms of the H-1B and L-l. 

Thank you. 

Chairman Manzullo. Thank you very much. 

[Mr. Hira’s statement may be found in the appendix.] 

Chairman Manzullo. Our next witness is John Challenger who 
has already been introduced. We look forward to your testimony. 

STATEMENT OF JOHN CHALLENGER, CEO, CHALLENGER, 
GRAY & CHRISTMAS, INC., OAKBROOK, IL 

Mr. Challenger. Thank you Mr. Chairman, Ms. Velazquez, and 
members of the Committee. I am very pleased to have the oppor- 
tunity to appear before the Small Business Committee today. I am 
John Challenger, CEO of Challenger, Gray & Christmas. 

When responsible companies lay off workers or release executives 
and middle managers they offer outplacement services to those peo- 
ple. We work closely with the discharged people to shorten their 
time out of work and improve the quality of the job that they find. 

My father, who fathered the company in the industry in the mid 
1960s, created this process. 

Thank you for allowing me to share my ideas with you. In regard 
to the issue of permanent job loss in a global economy. 

It would be arrogant to think that only unskilled and semi- 
skilled jobs can or will be done overseas as many have already tes- 
tified. The United States is certainly not the only natural sanc- 
tuary for the most skilled. Our education system is not number one 
in the world and certainly we must strive to improve our education 
system, a critical factor in the long-term health of our country. We 
must change our paradigm that leads most people to consider their 
education completed by their early 20s. 

To try and stop the globalization of the workforce is futile. It is 
a natural force that is happening. As certain kinds of jobs dry up 
here there is no reason to think that our talented workforce will 
not redeploy their skills in new directions and endeavors. In fact 
the entrepreneurial spirit and the minimal structural barriers for 
business startups in the U.S. is the envy of the world. 

The movement to a global economy workforce will be filled with 
disruptions and hardships. The globalization of manufacturing has 
stranded many people in their 40s and 50s. Some go back to school 
for retraining, others work in poor paying jobs, some have left the 
workforce and are on disability or in prison. Many transition to 
new jobs. 

In 2002 we saw just under 50 percent of the people who came 
through our programs change industries for a new job. We must 
look for ways to help them. Their children look to newer jobs and 
careers and their parents must insist they get more education to 
accomplish those goals. 

We must restructure the education system to reflect the fact that 
lifelong education is crucial. Programs that encourage companies 
and government entities to offer skills training and tuition reim- 
bursement programs to adults throughout their lives are crucial. 
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When looking for lessons about how the U.S. and other first 
world countries must manage the transition to a global economy 
look to West Germany’s swallowing of East Germany. Technology 
is paving the way for and making inevitable the globalization of 
skilled jobs. The decline in cost of technology, the growth in com- 
puter power, Moore’s Law, the long term expansion of airport and 
aerospace infrastructure, and the 24/7 work week, all these factors 
and many more are laying the foundation for the global village and 
economy. 

Millions of jobs will never be moved en masse overseas because 
they require proximity and are essentially in-person work. Some 
examples include store personnel, nurses, doctors, teachers, musi- 
cians, golf professionals, construction workers, counselors, social 
service professionals, pilots, cooks, executives, librarians, movie 
makers, soldiers, security workers and entrepreneurs. 

The job loss scare we are seeing now parallels what we saw in 
the early 1990s when the first wave of downsizing hit and every- 
body talked about how we were de-layering America. Middle man- 
agement was disappearing. 

In the late 1990s we saw the same kind of thing happen when 
we thought that the world was going to become virtual. All the jobs 
were going to disappear, all companies were going to disappear and 
people were going to do their work at home. 

We see how discredited those ideas are now, the dot-com era fear 
of job loss from technology. Now the fear, and it is another part of 
that same feeling, is that globalization is going to consume the job, 
and that is bubble mentality. And it is also recession mentality. 

Out of fear people misidentify the issue as permanent job loss. 
The problem is more about effective job transition rather than per- 
manent job loss. Effective transition revolves around education and 
the development of programs and resources to help people make ef- 
fective job changes. Entrepreneurs and small businesses create 
most of the jobs in this country. It is the big companies who can 
achieve the global reach to move and outsource major segments of 
their operations overseas. 

Skilled and unskilled workers are equally migratory. As jobs 
shift around the U.S. and the world, so will people. Many more jobs 
today are just in time. When a company’s revenues fall it is much 
quicker to let people go; when it expands, the company hires more 
workers. We saw almost 2.5 million jobs created each year in the 
1990s during the long boom. Since February of 2001, really the re- 
cession period here, the slowdown with the economy in this condi- 
tion, there have been 2.5 million jobs lost. We created 2.5 million 
every year in the 1990s. As the economy expands and contracts, so 
do jobs. 

One last point from the Bureau of Labor. Severe labor shortages 
are likely in fact to return within ten years. Many are predicting 
this already. Some companies may begin to feel the pinch within 
24 to 48 months. Certain industries like health care, construction, 
are already suffering badly. 

Chairman Manzullo. We are a little bit out of time here and I 
want to get through before the bells go off. 

Mr. Challenger. Sorry. 

Chairman Manzullo. That is okay. I appreciate your passion. 
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[Mr. Challenger’s statement may be found in the appendix.] 

Chairman Manzullo. Our next witness is John Palatiello, Ad- 
ministrator, Council on Federal Procurement of Architectural and 
Engineering Services. We look forward to your testimony. 

STATEMENT OF JOHN PALATIELLO, ADMINISTRATOR, COUN- 
CIL ON FEDERAL PROCUREMENT OF ARCHITECTURAL AND 

ENGINEERING SERVICES (COFPAES), RESTON, VA 

Mr. Palatiello. Thank you, Mr. Chairman, members of the 
Committee. 

The Council on Federal Procurement of Architectural and Engi- 
neering Services is a coalition of the nation’s leading associations 
in architecture, engineering, surveying and mapping. Under the 
SBA size standards, more than 99 percent of our members are from 
small business firms. 

For some time the A&E community has been concerned about 
the practice of some firms sending drafting, data conversion, scan- 
ning, digitizing and other design and mapping services offshore to 
subcontractors. 

Before September 11, 2001 there was discussion in the commu- 
nity about whether this was a good business practice and whether 
it was ethical. Like many other aspects of American life, things 
changed on September 11th. 

In his State of the Union Address in January of 2002, President 
Bush said, “Our discoveries in Afghanistan confirmed our worst 
fears. We have found diagrams of American nuclear power plants 
and public water facilities, surveillance maps of American cities, 
and thorough descriptions of landmarks in America.” 

Since the September 11th attacks there has been an increased 
concern about this issue of offshore subcontracting. This is because 
access to the drawings, mapping data, and other work products of 
architects and engineers if in the wrong hands can be used for ne- 
farious and destructive purposes. 

For example, after September 11th GSA announced a new policy 
regarding access to the A&E drawings of federal buildings. A num- 
ber of federal agencies revised their public web sites and removed 
maps showing the location of our critical infrastructure. 

While these may have been prudent and necessary steps, if the 
work has gone offshore at the front end when these maps and blue- 
prints were created, these actions could be the case of shutting the 
barn door after the horse has escaped. 

Sending A&E work offshore raises a number of issues regarding 
access to data about the location of power plants, buildings, pipe- 
lines, water supply systems, underground utilities, and other crit- 
ical infrastructure by individuals in foreign countries who have not 
been through any degree of security clearance, and where control 
of access to the data simply does not exist. It is occurring not only 
in commercial work but on federal contract work as well. 

In your letter of invitation you asked for suggestions on policies 
that could help protect U.S. jobs from this practice. Let me offer 
a few. 

With regard to A&E work we would urge a review of the poten- 
tial danger to homeland security of sending A&E drawings and 
maps of critical infrastructure to offshore entities. As you know, 
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Mr. Chairman, the Buy America Act generally does not apply to 
services so that law does not help us. There is, however, potential 
help under the Service Contract Act. Action would be needed to 
close a loophole in that law because currently it actually encour- 
ages firms to send work offshore. 

Federal contracts and subcontracts for services require the pay- 
ment of the prevailing wage under the Service Contract Act, and 
as you may know many state and local governments have similar 
prevailing wage laws. But the act in its regulations apply only to 
contracts performed in the United States. Thus if Firm A is sub- 
mitting a proposal to a federal agency and it will perform the work 
domestically, it is covered under the Service Contract Act. If Firm 
B is submitting a proposal and it will perform the work through 
an offshore subcontractor, it is exempt from the Service Contract 
Act. 

This clearly undermines the intent of the law. It puts firms that 
propose to perform work domestically and its employees at a severe 
competitive disadvantage. 

We would urge the Committee to investigate this loophole in the 
SCA and insist on a regulatory or legislative solution. 

Firms that send work offshore do so to take advantage of lower 
labor costs. We would ask the Committee to explore if a firm were 
to send federal contract work offshore, take advantage of the lower 
labor rates, fail to pay the prevailing wage rate, pocket the dif- 
ference, all without the client agency’s knowledge is that a viola- 
tion of contract clauses and does it subject the firm to fraud, crimi- 
nal penalties, and possible federal contracting debarment? 

We would urge the Committee’s investigation of these questions. 

I would also bring to your attention, Mr. Chairman, the fact that 
we are deeply concerned about the predatory nature of federal pris- 
on industries. How does that relate to the discussion today? 

As the Committee knows from its hearing held last November in 
which I was honored to be able to testify, FPI is rapidly moving 
into services, particularly commercial services claiming that a 1930 
statutory ban on the interstate commerce of prison products does 
not apply to services. So what is FPI targeting for its expansion? 
Commercial services, those where domestic prison labor perform- 
ance would replace those activities that are going offshore. One of 
the services entered is mapping and digitizing of engineering and 
facilities management drawings. 

Thus we are concerned that the trend towards offshore perform- 
ance of A&E and mapping work results in a double whammy for 
U.S. small business — low wage competition from offshore sources, 
as well as unfair competition from federal prison industries. So we 
would urge Congress to prohibit federal and state prisons from en- 
gaging in commercial services in the open marketplace. 

The recent trend toward offshore subcontracting is particularly 
troublesome to our small business member firms. They are not as 
able as large firms to set up offshore subsidiaries and negotiate 
teaming arrangements in foreign countries and we are concerned 
about the long-term impact. 

Finally, we generally support free trade. We are generally resist- 
ant of government intrusion into our business affairs. For obvious 
anti-trust reasons only government actions, not professional or code 
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of ethics actions, can govern this. We would urge your attention, 
but we would urge you to proceed very cautiously. 

I have several documents that are based on my testimony that 
I would like to enter into the record. 

Chairman Manzullo. Those documents will be made part of the 
record. 

[Mr. Palatiello’s statement may be found in the appendix.] 

Chairman Manzullo. We are being subjected to the tyranny of 
the bells. I understand it is three votes. It could be as long as 45 
minutes before we come back, so we would indulge your patience 
on that. 

This Committee is adjourned. 

[Recess.] 

Chairman Manzullo. The good news is no more votes for the 
rest of the day. 

Our next witness is Christopher Kenton, President and co-found- 
er of Cymbic, Incorporated, a technology marketing firm based in 
the San Francisco Bay area. 

Mr. Kenton, we look forward to your testimony. 

Is your testimony on your computer there? 

Mr. Kenton. Yes. 

Chairman Manzullo. However you want to do it. You may have 
to crank up the mike higher and pull it a little bit closer. 

We look forward to your testimony. 

Mr. Kenton. Thank you, Mr. Chairman. 

STATEMENT OF CHRISTOPHER KENTON, PRESIDENT, CYMBIC, 
INC., SAN RAFAEL, CALIFORNIA 

Mr. Kenton. Mr. Chairman, members of the Committee. While 
I do not presume to speak for the small business community I am 
grateful for the opportunity as a small business owner to add my 
perspective to the debate on the outsourcing of white-collar jobs. 

Cymbic has been in business for 15 years in the San Francisco 
Bay area providing marketing services to large technology compa- 
nies like Motorola, Intel and Dell as well as to startups like Ascend 
Communications, a company with whom we worked from the time 
there were five partners working in a garage until they were sold 
to Lucent Technologies for $24 billion. 

We are all familiar with the process of creative destruction and 
Cymbic has even seen that process in our own business. 

Two years ago we had grown to 35 employees earning more than 
$3 million a year in revenue, but in the wake of 9/11 we lost 95 
percent of our sales and we were forced to lay off 90 percent of our 
people. 

Our principles have had to face down both business and personal 
bankruptcy while losing our offices and most of our equipment. We 
have made heroic efforts to survive in the current economy. Part 
of our survival effort depends on developing new products and serv- 
ices to remain competitive. In the past we relied on our own soft- 
ware programmers to develop new products or we used one of our 
many development partners, but with literally no labor or capital 
resources available to us today we simply cannot afford it in these 
economic times. 
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Recently we defined a new piece of software that we wanted to 
develop for a new service. We took local estimates averaging about 
$5,000 to build that software. That may sound like nothing, but 
when you consider that every investment in our business is com- 
peting with a mortgage payment it changes the perspective. 

Through an on-line search we were able to find a programmer in 
Argentina willing to develop our software for under $200. The soft- 
ware is now in the final stages of development and we will be offer- 
ing it as a new service to our clients within the next six weeks. 
This represents a new opportunity for much-needed revenue for our 
company. 

Our project pales in comparison to the million dollar outsourcing 
deals among large corporations but it highlights a lesser-known 
trend of overseas outsourcing among small businesses. My concern 
today is that what is becoming a growing cry for new regulations 
to deal with outsourcing on larger corporations will have an unin- 
tended consequence for small businesses like mine that use over- 
seas development to create opportunities that would otherwise not 
be available to us. 

Since many of my clients are large technology companies I am 
very well aware of the plight of workers who have lost jobs to L- 
1 and H-1B visas. Personally I strongly believe that we should not 
allow the immigration system to be exploited for the production of 
cheap labor, but I also believe that we should not allow trade poli- 
cies to be exploited for preventing the development and patronage 
of offshore labor markets. 

While the intended effect of this policy is the protection of Amer- 
ican jobs, I believe the unintended consequences will be a stifling 
of opportunities for small business. 

The potential loss of white-collar jobs is certainly a legitimate 
concern for Congress but before we consider new regulation I think 
we need to be honest about the root causes. 

It is ironic that many of the technology jobs moving overseas 
today are the very same jobs that created the infrastructure that 
makes outsourcing possible. I think it is naive to believe that the 
loss of such jobs can be stemmed by preventing outsourcing. Today 
thousands of programmers are working on advanced systems like 
ASML which is the abstract state machine language to automate 
much of the programming done by humans today, creating the op- 
portunity to outsource to the cheapest labor source of all, com- 
puters. 

The simple fact is that the driving purpose of technology is and 
always has been since the creation of the wheel, the reduction and 
elimination of human labor. As technology eliminates time and dis- 
tance it becomes ever more efficient. 

While we try to reduce the impact of issues like outsourcing 
there are already systems on the production line ready to create 
the next wave of upheaval. This so-called creative destruction en- 
sures that the mix and definition of jobs that comprise the Amer- 
ican economy will continue to change unless we decide we want to 
forestall technological innovation altogether. 

The process certainly creates new jobs with new technology as 
well as a burgeoning industry of training but whether it leads to 
a net increase or a loss in jobs I think is a huge unknown. 
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Since we are then forced to manage rapidly changing symptoms, 
I think that we need to act consistently according to a set of funda- 
mental principles, and that is where I believe the true debate lies. 

The first principle that I believe is important is to focus on policy 
that increases the parity in the standard of living among nations 
rather than building walls to prevent encroachment on our own 
standard of living. 

I do believe in a roll for the government in many areas of regu- 
latory policy, but I think the creation of trade barriers to prevent 
outsourcing would be costly, problematic and ineffective. I would 
rather see efforts geared toward leveling the playing field among 
competing nations. 

There are serious issues that make outsourcing unnaturally at- 
tractive including the manipulation of currencies by foreign govern- 
ments, the suppression of workers rights, and the absence of envi- 
ronmental regulations. Although the gap between the standard of 
living in other nations and our own has created an opportunity for 
cheap labor today, I believe that focusing our trade policy on elimi- 
nating those gaps provides the greatest benefit in the long run. I 
believe that approach is consistent with our role as a world leader, 
in this case leading other nations to a better standard of living 
rather than simply focusing on protecting our own. 

The second principle I think is important to consider is differen- 
tiating between outsourcing for organizational efficiency and 
outsourcing for innovation. I think we need to explore the dif- 
ferences between large and small businesses and how regulations 
may cause unintended consequences. Small businesses provide 
much of the energy in our economy, driving innovation and pushing 
larger businesses to evolve. Small businesses like mine also play 
important roles in the success of larger businesses by providing 
critical support services and expertise. 

While I can see problems and indeed some abuses among larger 
corporations pursuing ever-lower costs and higher margins, I think 
any policies designed to mitigate those abuses should be examined 
for their impact on small business. 

Larger companies use reduced development costs in global labor 
markets to improve margins but small companies may use the op- 
portunity to innovate in ways that would otherwise require increas- 
ingly costly investment capital. 

Mr. Chairman, members, thank you very much for your consider- 
ation. 

Chairman Manzullo. Thank you very much. 

[Mr. Kenton’s statement may be found in the appendix.] 

Chairman Manzullo. Our next witness is Paul Almeida, Presi- 
dent of the Department for Professional Employees, AFL-CIO. We 
look forward to your testimony. 

STATEMENT OF PAUL ALMEIDA, PRESIDENT, DEPARTMENT 
FOR PROFESSIONAL EMPLOYEES, AFL-CIO 

Mr. Almeida. Mr. Chairman, members of the Committee, thank 
you for the opportunity to testify today on behalf of the Depart- 
ment for Professional Employees of the AFL-CIO. 

We are very alarmed at the recent trend of outsourcing of white- 
collar and information technology jobs. This trend which is clearly 
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accelerating is affecting workers at all levels and education levels. 
Technology companies are laying off American workers with high 
paying, desirable jobs while they add thousands of jobs overseas. 

The surge of outsourcing can be traced to the explosion in the 
last five years of H-1B and L visas which saw in excess of one mil- 
lion foreign guest workers enter the U.S.. As they developed their 
core competencies in high tech and other fields they have returned 
home and taken these and future white-collar and other jobs with 
them. 

Based on a survey of the world’s 100 largest financial service 
firms, Deloitte Research found that these companies expect to shift 
$356 billion worth of operations and about two million jobs to low 
wage countries over the next five years. 

If these trends continue to accelerate we will see even more dra- 
matic job loss and wage erosion affecting workers throughout the 
income scale. This will severely impact the wages and job security 
of American middle class in addition to depriving state, local and 
federal governments of tax revenues. 

Policymakers must recognize and acknowledge the severity of the 
problem and act quickly to stem the job loss. 

When manufacturing jobs started moving offshore we were told 
not to worry, that the U.S. comparative advantage was in services 
and high tech. We were assured that in the new global division of 
labor it was both natural and benign. We would keep high paying, 
high skilled jobs while the developing countries would do the actual 
work of making things. For decades American workers were told to 
simply acquire more skills and education in order to succeed in the 
U.S. job market. 

Now engineers with Ph.D.s and recent college graduates alike 
are hearing that they are too expensive, that their jobs can be done 
more cheaply abroad. 

Federal Reserve Chairman Alan Greenspan has warned that at 
almost five percent of GDP the current account deficit is dan- 
gerously high and unsustainable. 

There is another deficit that is a direct result of outsourcing and 
that is the social security deficit. As fewer and fewer workers are 
paying into the system, outsourcing will bring the program further 
into harm’s way at a date much earlier than projected. The 
outsourcing is not spurred by a lack of skills or education here in 
the United States as 2003 saw record numbers of college graduates 
at all levels. 

All these factors taken together should be setting off alarm bells 
for Congress and other policymakers. If an advanced degree and 
years of experience and excellent work habits are not enough to 
land a job and the U.S. advantage in service and high tech has se- 
riously eroded, what does the future of work look like for the 
United States? 

If these cost-saving job shifts are taken to their logical extreme, 
even American corporations should be wondering where their fu- 
ture consumers will be located and how will they pay for the goods 
and services that are offered? 

Just as the labor movement has fought hard for trade and tax 
policies that will help the U.S. manufacturing sector thrive and 
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survive, we also need to take a close look at the politics that impact 
the service sector and information technology jobs. 

First, we should make sure that our tax policies are consistent 
and coherent at the national, state and local level. Many of the 
companies rushing to outsource jobs have received and continue to 
receive tax breaks negotiated on the assumption that they would 
support local job creation. We need to target tax relief to companies 
that support their own communities with decent jobs. 

Second, we can and should ensure that government tax dollars 
are spent to support strong communities and jobs domestically. 

Third, we should support both transparency and openness on the 
part of companies that are outsourcing and more research to un- 
derstand better the scope of the problem. 

Finally, we need to reexamine our trade policies to make sure 
they are reflecting the concerns and interests and American work- 
ers as well as U.S. -based corporations. 

In conclusion I would like to thank the Committee for holding 
this hearing and inviting me here today to testify. I look forward 
to working with you as we craft effective policy responses to the 
very great challenge facing us in this area. 

Chairman Manzullo. Thank you very much for the excellent tes- 
timony. 

[Mr. Almeida’s statement may be found in the appendix.] 

Chairman Manzullo. We are done with votes for the day so 
what I would like to do is have the members limit their questions 
and responses to five minutes. Then we can move through several 
rounds so we will all have an opportunity. 

Mr. Almeida, I was looking for “the” question to ask to everybody 
on the panel and you asked it. Here is the question. 

If these cost saving job shifts are taken to their logical extreme, 
even American corporations should be wondering where their fu- 
ture consumers will be located and how they will buy the goods and 
services that are offered. That is the question. 

Who would like to take a stab at that? 

Mr. Kenton. One of the points that I made is that I think there 
are two ways to approach the policy. One is to focus on protecting 
ourselves from encroachment and the other is to try and use our 
policy to have an effect on the issues that are making the labor so 
cheap in foreign countries. 

In some areas of the world there are already shifts in labor orga- 
nization. I think it was in Peru recently where there was a very 
large protest among service workers. 

The first thing I would say is I think it is naive to believe that 
we are going to maintain a standard of living that is so high above 
the rest of the world, and that the rest of the world is not going 
to work passionately to try and attain it. I think that as they do 
attain a better standard of living they are going to go through the 
same shifts that we have made, where laborers as they see an in- 
crease in wages, as they see greater education, are going to make 
greater demands on their own governments for more freedom, for 
more possibilities, and that in turn I think, although it is a long 
term process, will be the future markets where we are selling our 
goods as well. 

Chairman Manzullo. Anybody else want to try and tackle that? 
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Mr.MEHLMAN. Yes, thank you, Mr. Chairman. A couple of 
thoughts. 

First, one might remember in a bit of U.S. history as some jobs 
were moving from the North in the South in some areas such as 
textiles, there were similar questions asked. How will the Northern 
economy survive and is this something that the overall union can 
allow? Of course in the end the success of all states in America 
proved greater because they were open to one another and because 
they would trade with one another and they would take advantage 
of their comparative advantage. 

Mr. Almeida talked about comparative advantage and he said 
that we had always been told that our comparative advantage is 
in services or in technology. I do not think that is quite right. I 
think our comparative advantage is in innovation. I think it is in 
the ability to be more productive, to apply technology and creativity 
to whatever areas we are in. 

For one, I am not prepared to and I know Mr. Chairman you are 
not prepared to write off manufacturing. I think we can and must 
retain a core and a base of manufacturing, and I think the key to 
doing so is being innovative. In fact, next Wednesday we are hav- 
ing, as part of the Secretary of Commerce’s Manufacturing Initia- 
tive, a roundtable bringing in some of the national thought leaders 
including someone else from the AFL-CIO to examine the question 
of the future face of manufacturing: Manufacturing 2020. What do 
we need in terms of policies and resources so that manufacturing 
can continue to thrive and flourish? 

To do so it seems that we have to leverage the comparative ad- 
vantage that my testimony describes that we have enjoyed histori- 
cally. 

Chairman Manzullo. Let me try to answer that question for 
you. If you take a look at Roll Call, we have inserted provisions 
into the defense bill, and the Pentagon is fighting us tooth and nail 
on it, big time. I am at 11 percent unemployment. Nancy Johnson 
is being cored out, Rob Portman is being cored out. The manufac- 
turing base of this country is being systematically destroyed and 
the Pentagon is a part of it. I have said that publicly and I am 
going to stand behind it. 

If you take a look at the provisions that have been put into the 
defense bill as it came through the House, it increases Buy Amer- 
ica provisions from 50 to 65 percent so that anything that is pur- 
chased by the Department of Defense for military use has to have 
at least 65 percent U.S. content. OMB and Pentagon are fighting 
us on it. 

We added into the defense bill the fact that we think that tires 
are strategic. We have to have a base in this country that will 
make tires. The Pentagon and OMB are fighting us on it. 

We added into the defense bill provisions that would add to it 
some type of language saying if you have a new acquisition over 
$5 million and you need to buy a machine tool, that tool has to be 
made in America with at least 70 percent U.S. content. OMB and 
the Pentagon are fighting us on it. 

Also that you have to have the tools and the molds that are made 
in America. OMB and the Pentagon are fighting us on it. 
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I think we have to take the $240 billion of procurement in this 
country and use it as a tool to level the playing field. 

Northrop Grumman, one of the prime contractors for the F-35, 
instead of going to Ingersoll Milling in Rockford to give them a con- 
tract for a sophisticated drilling machine told me to my face there 
is not a company in American that can make the type of machine 
that we can make in Spain. So U.S. taxpayers’ dollars are going to 
Spain on the F-35, the Joint Strike Fighter. Ingersoll filed bank- 
ruptcy. There is one company left in America that builds those big 
machines and that is Cincinnati Milacron and they are hanging on 
by their nails. 

The guys that make the orders do not even know what is made 
in America because at the same time that Northrop Grumman said 
Ingersoll cannot build their machine to do the sophisticated drill- 
ing, Ingersoll had a contract with Lockheed Martin to build the 
very same sophisticated drilling machine. 

That is what is going on. The message that we would like you 
to bring back to the White House and to the Secretary of Com- 
merce is let us start with the Pentagon. 

We had Steve LaTourette who got into a big fight with the Pen- 
tagon when they went to Germany to buy a million dollars worth 
of topping. He got in a dragged-out battle with them. It all started 
here two and a half years ago when this Chairman insisted that 
the Pentagon was not going to buy black berets from Romania, Sri 
Lanka, India, South Africa and China. There are 614,999 Chinese- 
made black berets rotting in the warehouse in Mechanicsburg, 
Pennsylvania because I put down my foot, and this panel did. 

Now if you want to bring back American manufacturing, let us 
start with the orders. People are looking for orders. The Pentagon 
has got all kinds of orders. But they have to stop sending those or- 
ders overseas. That is the message that we would like you to bring 
back to the Secretary. 

We commend the Secretary and Grant Aldonis for the great work 
that they are doing in trying to get their arms around this whole 
issue of manufacturing. We look forward to working with you on 
that issue. 

Thanks so much. 

Mr.MEHLMAN. Thank you, Mr. Chairman. 

Chairman Manzullo. Ms. Velazquez? 

Ms. Velazquez. Thank you, Mr. Chairman. 

Mr. Mehlman, companies that outsource jobs normally seek 
places where labor laws are weak so that they can pay lower 
wages. You saw it here, you heard it here. That is what our wit- 
nesses are telling us. 

If this is the case, why in the recent Chile and Singapore agree- 
ments did the Administration find it appropriate to pursue, and I 
will quote, “enforce your own labor law policy.” 

As stated in the agreement, each country commits its signatories 
to enforcing its own domestic labor law. It does not actually commit 
the signatories to have labor laws in place or to ensure that the 
labor laws meet any international standard. 

Are not these kind of policies just inviting companies to 
outsource even more American jobs to this country where they can 
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exploit their labor force regardless of if it is white or blue-collar 
jobs? 

Mr.MEHLMAN. Thank you for your question. 

I may take issue briefly with the predicate in terms of the com- 
panies that I have spoken to are not looking for nations to 
outsource to that have weak labor laws. They are looking for where 
they can get the best value, the best return on investment or bang 
for their dollar. 

There are nations with worse labor laws than, for example, even 
India, but the reason that businesses outsource, the reason that 
manufacturers and others do is because they are trying to invest 
their dollars on their core and strategic areas, and if they can get 
equal or higher quality information technology service work done 
then that is where they are going to go. 

So first, I do think it is, companies are targeting where they are 
going to get the highest quality. 

First in that regard it means as a competitiveness issue we need 
to make sure the quality of the American worker and the tools and 
technology and the talents that we help them have are better. 

Ms. Velazquez. Sir, can you tell me why labor laws were in- 
cluded in the Jordan agreement and not on this one? 

Mr.MEHLMAN. I cannot. 

Ms. Velazquez. You cannot. 

Mr.MEHLMAN. No. 

Ms. Velazquez. Mr. Almeida, would you please comment on my 
question to Mr. Mehlman? 

Mr. Almeida. I am not quite sure . 

Ms. Velazquez. I am asking him if we say that companies in 
America are outsourcing jobs in foreign countries because labor 
laws in those countries are weak, and therefore then they can pay 
lower wages, I asked him why is it that the Administration in their 
negotiation of the Chile Singapore agreement did not include labor 
laws, therefore inviting companies to go and outsource jobs there. 

Mr. Almeida. I think you have answered the question. Because 
it just makes it further cost effective for them to do it without any 
labor laws. 

Ms. Velazquez. Thank you. 

Mr. Mehlman, will you please submit to this Committee a writ- 
ten answer as to why labor laws were included in the Jordan 
agreement and not on this one? 

Mr.MEHLMAN. I can tell you what I will pledge to try to do. I will 
try to get the United States Trade Representative and the Inter- 
national Trade Administrator, Grant Aldonis, to answer the ques- 
tion as best they can. I would not want to offer guess work similar 
to Chairman Manzullo’s last comment Secretary Rumsfeld has 
proven a readiness and facility at speaking for himself, and I will 
try to defer to the experts. But yes, I will do my best to get you 
an answer. 

Ms. Velazquez. Mr. Mehlman, on January 31, 2003 Business 
Standard published an article entitled “Bush Party to Raise Funds 
Via India.” 

Can you share your comments on the irony we have here? As we 
discussed, the problem associated with job outsourcing especially in 
the white-collar sector, the Republican party is conducting 
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outsourcing itself by contracting telemarketers in India to conduct 
its fundraising. 

Mr.MEHLMAN. I am not familiar with that article or the facts 
therein. I would expect with respect to the way the article was 
phrased, after the 1996 elections and a lot of the foreign contribu- 
tions that clearly happened in those elections, from the contribu- 
tion perspective you are going to see greater caution by both par- 
ties in the 2004 election cycle. 

With respect to where work is done, I am not aware of how 

Ms. Velazquez. My question is not about contributions, sir. My 
question is about outsourcing telemarketers in India. 

Mr.MEHLMAN. I am not aware of the Republican National Com- 
mittee’s choices of vendors and whether they are U.S. or not U.S. 
based. 

Ms. Velazquez. Just tell the Administration it does not look 
good. 

Can you comment, Mr. Engardio, can you comment on the fact 
that most economists believe the offshore outsourcing trend is not 
substantial enough yet to have a big impact on the broader U.S. 
economy? 

Mr. Engardio. For one it does not seem to be that big in terms 
of the total U.S. job force, as far as we can tell. We can see it in 
terms of — Are you talking about physical transfers of work that we 
otherwise would have had here? We can see it in a few professions 
like information technology support, which is a big profession. But 
that is one area where jobs are declining in the United States, 
where wages are declining and hiring is increasing abroad. But 
that is a very small part of the U.S. job force. 

So I am just saying that we consulted about three or four labor 
economists of various stripes and nobody has really looked into it 
and it is not measurable yet. 

So when you are seeing these big numbers that Forrester is put- 
ting out and others, this is real speculation. These are projections 
over ten years. 

So it has not hit yet. It has not hit in a measurable way yet. 
That is why we are cannot tell you. 

Ms. Velazquez. Thank you, Mr. Chairman. 

Chairman Manzullo. Mr. Schrock. 

Mr. Schrock. Thank you, Mr. Chairman. 

The Chairman pretty much said it all. I like the way he says it 
and I would probably have said it the same way. Let me make a 
couple of comments. I think at the start we talked about our trad- 
ing partners. Our trading partners are really not playing by the 
rules and I believe Secretary Mehlman said it, free trade yes, but 
fair trade. And that is clearly not happening. 

I think sometimes up here on Capitol Hill we create laws and 
regulations that have unintended consequences. I think Mr. Kenton 
mentioned it. 

By the way, are those your children? 

Mr. Kenton. No, nieces and nephews. 

Mr. Schrock. They are neat kids. You have the baby in the 
back. That is a nice sound, believe me. 
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Chairman Manzullo. Mr. Schrock, could you suspend for a sec- 
ond? 

Mr. Schrock. Sure. 

Chairman Manzullo. We have some very special guests here. I 
would like to know, these three children over here, is your father 
one of the witnesses testifying here? Your nieces and nephews 
here. Okay. And we have the little guy back there, and that is your 
family. Very nice. We are glad to have you here as our special 
guests. 

In fact these two nieces here, would you like to come up here and 
have a seat? And the nephew. Would you like to sit up here? No 
questions, but you are welcome to come up if you like. 

[Laughter] 

Any time you want to come up you can do that. You are welcome 
to do that. 

We are going to start your clock all over again. 

Mr. Schrock. I think we needed to mention the family because 
I am sure Christopher Kenton would not be nearly what he is with- 
out his family, is that right? 

Mr. Kenton. Absolutely. 

Mr. Schrock. You were saying unintended consequence, and I 
think sometimes the things we do up here create that and that is 
why we have half the problems we have. But free trade, fair trade. 
I would certainly agree with that. 

And clearly we are going to be facing competition. It is not going 
to end. We have lost the manufacturing sector. I think the only 
thing we do now is build war machine and cars and that is about 
the only thing we do. As you heard the Chairman say, the DoD 
wants to buy offshore and I am really opposed to that. I just do not 
think that is a good thing. 

Now if a certain country is the only country that produces a 
widget that needs to go in a tank somewhere, that is a different 
story, but that is probably not going to be the case. 

I think the problem with that is if we get into conflict with a 
country that makes that one widget that makes our war machine 
go they are going to say we are not going to give it to you because 
we do not want you fighting the war. So we have to be very, very 
careful how we do that. 

These are probably three of the best testifiers we have ever had 
in here. 

[Laughter] 

They are what it is all about. 

But you know business is not the bad guy. It is the regulators, 
and I mean like us. We are the ones that create this stuff and then 
we have some bureaucrat downtown trying to enforce these things. 
I think that is what is driving a lot of this stuff offshore. 

Yes, we are going to face competition. Are the problems with the 
trade policies we have? Probably. The regulatory policies? Probably. 
The tax system? Absolutely. We are just messing over these busi- 
nesses something fierce with the tax policies we have. Until we 
change that this is not going to change. 

Is it the high cost of labor? We keep talking about labor costs. 
Mr. Almeida, maybe you can comment on that. 
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I have a feeling a lot of these countries are going, I know they 
are, they are going to countries where they can pay less, they know 
they are not going to have strikes, they know they are going to 
have a lot of these different things. Now right or wrong, and it is 
probably wrong, but that is what they are doing. Because what it 
is, they want to go to a place where they can produce a product 
so we in America can buy it as cheap as we want. I am as bad as 
the next guy. I would go to Wal-Mart and look to see which one 
is cheapest. I think that is just human nature. 

But at some point we have to get our hands around that so we 
can bring this business back to here, and we in Congress have to 
make sure we are business friendly. That we are making sure 
these people want to stay here by the laws that we create. 

Every law we create has unintended consequences. Every time 
we pass a law up here Americans and business loses more and 
more of their freedom. We have got to stop doing some of that stuff. 

So until we are willing to get our hands around it I do not know 
how we are ever going to solve this thing. I do not know if you 
want to comment on that or if you just think I am a madman, but 
that is the way I feel about it. We have got to do some changing, 
we have to do it up here. 

From these kids back, these are the people, this is where it has 
to be done. 

Chairman Manzullo. Mr. Engardio? 

Mr. Engardio. One observation. We are talking about service 
jobs. A lot of these jobs I do not believe are unionized in the United 
States to begin with. 

Mr. Almeida. That is not right. 

Mr. Engardio. Okay. 

One thing I want to point out, when we talk about some of these 
things like some very sophisticated semiconductor work is being 
done in India and companies are opening up theses R&D facilities. 
I have gone to Silicon Valley many times. I have gone to Bangalore, 
I have gone to Singapore. When I go into U.S. companies, in the 
1990s you could go into Sun Microsystems, Intel, HP, you walk into 
the R&D Division and they are two-thirds Chinese and Indian. Sil- 
icon Valley, there are a lot of studies on how many businesses have 
been started up by Indian and Chinese immigrants, including Tai- 
wanese. About one-third to two-fifths of tech startups in the United 
States in the Silicon Valley are by Chinese and Indians. 

What we are talking about is why? Is this is because Silicon Val- 
ley has had a unique environment in the world for a long time that 
no other country could replicate? The best world talent came here 
because it was the best environment to do R&D and do creative 
work. 

What is happening now is that other cities around the world are 
finally starting to replicate some of this environment. Bangalore is 
starting to get there. In many areas it is getting attractive. A lot 
of the engineers that we spoke with said, “I would have gone to the 
United States five years ago. I would have gone to the United 
States to work for TI. I would have gone to Seattle to work for 
Microsoft. But now they are coming here, I do not have to.” 
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These are people that would have gotten H-1B visas before. So 
this is what you are dealing with. It is the environment getting 
better overseas. 

That is one thing if you want to talk about the implications. 

Mr. Schrock. Mr. Chairman, I know my time has expired, but 
it boils down to the education system. Our education system has 
been dumbed down so much we are not creating these geniuses 
that can do this sort of thing. Half the children in the area where 
I represent, Virginia Beach and that area, the valedictorians and 
salutatorians of those high schools are of Asian descent. It is be- 
cause they come from a culture where they promote education and 
the parents make sure the kids get the education. We do not. We 
just expect our society to take care of itself and that is not going 
to happen. 

One more quick comment. 

Were you listening to all the different professions that have gone 
offshore? 

Mr. Mehlman. Yes. 

Mr. Schrock. Did you mention movie makers? 

Mr. Mehlman. I did not mention movie makers. 

Mr. Palatiello. I mentioned it as one that could still be here. 
There are certainly movie makers in India. 

Chairman Manzullo. They are going to Canada. 

Mr. Palatiello. Canada and . 

Mr. Schrock. Some of the garbage the movie makers are mak- 
ing, they can go as far as I am concerned. 

Chairman Manzullo. All right. On that note . 

Mr. Schrock. On that note. 

Chairman Manzullo. They can make some beautiful movies in 
the American Virgin Islands. Dr. Christian-Christensen. 

Ms. Christian-Christensen. Thank you. I want to make a point 
about that too, but first I want to thank you Mr. Chairman and our 
Ranking Member for this hearing. As usual our Committee is 
ahead and being very proactive on an issue that really we have not 
begun to feel the full impact or even a little of the impact yet. 

Globalization has its pros and cons and we on this Committee do 
have a responsibility to look at it and the potential impact on small 
businesses and also small jurisdictions and see what can be done 
to maximize the positives and minimize the negatives. 

In my district it presents some unique challenges for me and 
Guam, who also sits on this Committee, who rely on duty-free sta- 
tus to be competitive. But also in the case of outsourcing we find 
that a lot of the outsourcing that is being done bypasses jurisdic- 
tions like ours which have incentives programs to attract the in- 
vestment but meet all of the U.S. standards. Which because of our 
size has very, very little impact on the U.S. economy but has tre- 
mendous positive impact for us. 

So I am saying that to say that apropos of unintended con- 
sequences as we look at outsourcing to foreign jurisdictions we do 
not want to be lumped into that. We are American citizens and we 
are very small jurisdictions and outsourcing which has not really 
gotten hold in our territories as yet could benefit us. And as I said, 
we are not foreign, we are U.S. jurisdictions. 
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The other concern that I would have about this is with regard 
to the H-1B and the other work visa programs. Relying very heav- 
ily on that as we have done in recent years and not paying enough 
attention to ensuring that our public school system is given what 
it needs to prepare our own citizens for these jobs. So I agree with 
Mr. Mehlman and some of the other panelists who spoke about 
that. 

My first question would be, I guess I would direct it to you, Mr. 
Mehlman. Given the fact that some of our more educated people in 
the field of technology are finding themselves without jobs, and rec- 
ognizing that we do have to improve the educational system and 
the training so that people are able to take these jobs, do you think 
that will have an impact on the outsourcing trends that we are see- 
ing ? Would the jobs tend to stay here if we had the trained work- 
force given that most of the incentive is really around the salaries, 
the lower salaries in other jurisdictions? 

Mr. Mehlman. I think that is the $64,000 question as it were. 
What do we do in a world with global competition — By the way, I 
was hoping you were going to ask a question that was going to 
merit a field hearing in your district. 

[Laughter] 

Ms. Christian-Christensen. We are working on that. We are. 

Mr. Mehlman. I have family there and have spent a substantial 
amount of time there and I share your sentiment, that I think it 
has probably been overlooked and is a natural place as a way to 
service a lot of businesses and have better economic growth than 
it has had. 

With respect to the question, my sense first and foremost is to 
be competitive yes, improving the education system it is not just 
more degrees. It is higher quality, higher productivity, higher flexi- 
bility, and higher creativity. 

One example, albeit it is a little off the IT services space, we are 
recently seeing IBM, one of our bigger companies, successfully get- 
ting semiconductor contract manufacture work back into New York. 
Reported in Business Week, I do not think by you, Pete, but they 
brought it back to New York. 

I called them because my office spends a whole lot of time trying 
to focus on what do we do to get just those types of results? What 
IBM is doing is they are taking their smartest engineers and they 
are saying you come and you bring your chip design work here and 
we are going to help you improve it and we are going to help you 
make it better. 

They are not lower cost than the Taiwanese where they were 
taking the work from, amazingly, but rather they are adding a 
value add based upon, IBM hires the true best and brightest, but 
based upon values that only this American company and only these 
American workers may be able to add. They are bringing jobs back 
to the United States, high tech manufacturing jobs, based upon 
added valuer and added skills. 

My sense in the IT work space is there will be some areas, call 
centers may be one example, that are going to be a real challenge, 
and there are going to be a lot of other areas where we are going 
to make sure if our people do have the skills and do have the tools, 
that they are able to out-compete because they are able to deliver 
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value that nobody anywhere else regardless of their cost is able to 
add. 

Ms. Christian-Christensen. Thank you. 

I see my time is up, Mr. Chairman. 

Chairman Manzullo. Thank you. 

Mr. Beauprez? 

Mr. Beauprez. Thank you, Mr. Chairman. This has been a great 
hearing. 

Like many of the issues we get into, I am not sure that there is 
a singular simple solution, but certainly we have identified the 
problem. 

It seems to me, and this is not only from testimony today but in 
visiting with some of the businesses in my district and in my state, 
which is Colorado, in and around the Denver area, a fairly high 
concentration of some high tech companies. Many people that have 
gone through serious downsizing. White-collar folks out of work. 
The issue of visas has really come up just recently. I think we do 
need to take a serious look at it Mr. Chairman, within this Com- 
mittee and within this Congress. What is an appropriate level. 

But in thinking about the situation in total I go back to one of 
my basics and that is that you usually get what you incentivize for. 

I would submit to this Congress, certainly this Committee, the 
question of whether or not we have truly incentivized for jobs in 
this country. To just put it right on the table. Is that really what 
we want? If we really want that, have we done a good job of laying 
those incentives out when I think most of us understand health 
care cost is increasing 15 to 20 percent a year. Somebody has got 
to pay for that. 

Taxation, we know what the levels are. I think somewhere I read 
that the United States business tax is about the second highest in 
the world. Second highest. 

The cost of complying with taxation, I read recently that, any- 
body can estimate whatever they want, but the number I see is 
somewhere between $200 and $300 billion a year, the B word, $200 
and $300 billion just to figure out how much you owe before you 
pay it. 

I read just this morning, that the cost of government regulation, 
is about eight percent of the gross domestic product, roughly $843 
billion a year. 

I heard education talked about a lot. I think it is fair to ask the 
serious question, have we really, as a society, incentivized the kind 
of education requirements and advanced degrees that are going to 
be attractive for the kind of jobs that we are talking about today. 

Sadly, I come back to a statement that one of my friends in my 
district told me when I looked at his business, about 25 employees, 
all high tech, all well paid. The vast majority were Indian or Afri- 
can here on visas. I said why do you not hire local folks? This was 
now a couple of years ago, and I am quite certain that the job mar- 
ket has changed, but he said I cannot get qualified applicants. A 
very sad indictment on our education system again. When we were 
pushing kids out of our local school system that looked just like 
these folks, genetically I am sure just as good or superior perhaps 
to those folks, capable. But we were not giving them the education. 
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So I come back to you all and looking for that hard and fast rec- 
ommendation. Where is it? I have not heard a serious one. We have 
to adjust the tax code, we have to adjust the regulation, we have 
to address some of the hard issues that are out there, but I think 
if what we really want is what my granddad came here for, an op- 
portunity to get a really good job and keep it and produce some- 
thing so you can own something for yourself and your family and 
pass it on, the old American dream stuff, I am not sure that we 
are incentivizing that, especially as we look at the global market. 
If we still believe in the same foundation. 

So I was going to address that kind of subject rather than a 
question, Mr. Engardio, to you. I think maybe you have as broad 
a perspective as anybody. 

Mr. Engardio. I can tell you what companies tell me. One is that 
there seems to be a real mismatch in the kinds of skills that our 
universities are producing and to what they could really use for 
that kind of pay. If you have a chemical engineer we do not want 
somebody that is going to do process engineering. They do not want 
them to do the mundane parts of that. They want somebody who 
can manage an R&D project, that can supervise international 
staffs, that can also be broad enough to start looking into bio- 
technology applications and things like that. They cannot get — We 
have a limited pool of chemical engineers that are not very well al- 
located in this country and they say . 

And it applies to other professions. It goes to architectural serv- 
ices. The graduates coming out of school are doing still kind of com- 
modity kind of work when they should be doing much more. 

So now you are comparing people doing work that can be rep- 
licated very easily overseas for a tenth of the cost. There is just no 
contest. 

On the other side of it, I do think it has gotten to the point now 
where companies, it has gotten beyond just skill shortages in some 
areas and where it really is coming down to just huge cost discrep- 
ancies in wages. In IT support. There are a lot of people getting 
laid off that cannot find work that are very, very good. They are 
just paid three times more, five times more than a comparable In- 
dian with maybe a doctorate degree. 

I think it is just a painful transition that is going to occur in 
some of these fields. I do not see any way out of it. 

Mr. Beauprez. That is a fair answer. 

I would just say, Mr. Chairman, I think we have really got to 
focus as a Congress and as a government on what do we want the 
end product to be. If we want our corporations and our employees 
to be as competitive in the global market as possible then our laws 
and our regulations ought to reflect that. 

Chairman Manzullo. I appreciate that. 

Mr. Miller? 

Mr. Miller. Thank you, Mr. Chairman. 

This is the second Committee hearing just like this or almost just 
like this that I have attended in the last month. I am also a mem- 
ber of the Science Committee and within the last month we had 
a Committee meeting on how to prevent or what to do about the 
outsourcing of manufacturing jobs. The concern of all the witnesses 
at the Committee was that we did need to have a manufacturing 
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economy, we did need to make things. We could not all just give 
golf lessons to each other. That our economy could not possibly 
prosper that way. But the witnesses also said we very badly need 
a policy on how to protect manufacturing jobs, how to develop new 
manufacturing jobs, how to protect the ones that we have if we can 
protect them, and that we did not have anything resembling the 
policy. 

To paraphrase the old country music song, if it were not for bad 
policy we would have no policy at all. 

Mr. Engardio, do you think we need a policy? Do we have a pol- 
icy? 

Mr. Engardio. One of the conditions for my magazine, journal- 
ists often do not come to these Committees but one rule is we are 
not supposed to be advocating policy. We can spit back what people 
say. 

Mr. Miller. Without advocating one, do you know one when you 
see it? 

[Laughter] 

Mr. Engardio. Gosh, it just seems that it comes down to edu- 
cation. In terms of restricting the forces of what is driving this 
globalization of skilled work, it seems like it is so beyond the con- 
trol of policymakers. Also the cat is out of the bag. It has gotten 
to the point where an EDS, an IBM, an Accenture has no choice 
but to hire thousands and thousands of Indians in order to compete 
because the cost structure of this industry has now changed. Per- 
manently, I believe. So it is very hard to go back the other way. 

It is like manufacturing. Once it got to be, a few manufacturers 
went out to make the garments, nobody else could compete with 
them. Everybody had to do it to stay in business. Productivity only 
does so much. I think that is kind of where we are in some of these 
areas. 

Mr. Challenger. You could offer tax incentives to companies for 
training their people, if you begin to think of education as not 
something that ends at 22 but something that is lifelong, then to 
offer companies that retrain their workers and continue to upgrade 
their skills, then those companies are going to make more efforts 
in that direction. 

Mr. Miller. Mr. Challenger and Mr. Engardio, you said much 
the same thing and I think several of the witnesses mentioned 
training. Mr. Engardio, you mentioned the mismatch between what 
colleges or universities train for and what the job needs are in the 
market. 

Probably the place in our economy where those job skills are 
matched to the specific training is at technical and community col- 
leges. 

Mr. Engardio. Exactly. 

Mr. Miller. Among the first calls that an employer makes in the 
community is to the technical or community college to say this is 
how many folks we need, these are the job skills they need, can you 
develop a curriculum to deliver that workforce with those very 
skills? 

Does it make any sense to you at all to cut funding for vocational 
training at technical and community colleges? 

Mr. Engardio. I do not know enough about it. 
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It is clearly where the problems are happening I think are at the 
polytechnic level, community college, as you say. The premier uni- 
versities are dealing with the upper end of the talent pool. These 
guys are going to be okay. They are going to adjust. They are going 
to be creative. It is the lower levels where you hear that the cur- 
riculum is just not up to date. Many companies say they keep going 
to these schools and saying you have to change. 

I cannot give you an answer as to whether funding is adequate 
or not, but that is where the problem is. 

Mr. Challenger. It also may very well be not just the Asians 
and the Indians and the Africans who are creating the businesses, 
running Silicon Valley, the new entrepreneurs. It is the Indian 
Americans and the Chinese Americans who are creating those busi- 
nesses and then creating the jobs and the infrastructure that re- 
sults from that. 

Mr. Miller. Mr. Kenton? 

Mr. Kenton. Yes. First of all, I appreciate the tremendous hospi- 
tality that the community has extended to my family. It made a 
trip to Washington very personal. 

I think one of the issues is that the so-called process of creative 
destruction consumes technology and training so fast. Among the 
technical workers with whom I work it is a constant process of hav- 
ing to go out and learn the latest technologies. It is a process that 
does not stop. I think there are always going to be gaps between 
the development of the new technologies and the ability of the 
school to catch up. Almost by the time they catch up they are al- 
ready moved on to something else. So I think there is a funda- 
mental problem there. 

To get back to something that Mr. Schrock said, I think there is 
also a fundamental problem in regard to just leadership of what is 
it that we are doing? If you look at why would programmers be in- 
volved now in creating software that is going to make them obso- 
lete in ten years? The reason for that is, they are paid for it. If you 
are able to go out and have a job on the cutting edge that is going 
to assure you a high salary and benefits for a certain period of 
time. If you happen to be one of those lucky people that creates one 
of those breakthrough technologies that inevitably makes you obso- 
lete, you get to cash out of the system because you make millions 
of dollars and it no longer matters to you any more. 

But I think that what that process does it is shows a lack, I 
think, of a fundamental sense of direction. I think we have abro- 
gated a lot of our sense of vision to unfortunately marketing. Ev- 
erybody wants to go out and make money as fast as they can, and 
that is essentially the structure that we have built. 

Mr. Miller. Mr. Almeida? 

Mr. Almeida. The answer to your question is obvious, that there 
should be no cuts in the funding. 

The small businesses have to rely on the community colleges and 
the technical pools for their pool of workers, it is clear. 

Chairman Manzullo. Mr. King? 

Mr. King. Thank you, Mr. Chairman. Thank you for holding 
these hearings today and I would like to thank the panel for their 
presentation. 
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As I sit here and listen to your remarks and the questions and 
comments of the other panel members and of the Committee a 
word pops into my mind that I have not heard involved with the 
educational system in a long time, and that word is meritocracy. 
There are a few places in the world where they do promote such 
an idea, and that used to be the American creed. Where people who 
actually produced were the ones that got ahead, and they stood on 
their own merits regardless of individual rights, individual merit. 
There has been some reference to that today in that we are seeing 
folks come from other parts of the world that are competing at an 
advantage within this environment in this country. 

One of the statistics that I would point out would be that in 1995 
the Asian composition of the student body at University of Cali- 
fornia at Berkeley was 12 percent, by design, by formula. And a 
short five years later after Proposition 209 was passed, that com- 
position went up to 46 percent. 

Now you can do the math on that. To me, it looks like there were 
a lot of folks that were not getting the opportunity that they might 
have otherwise if it had not been for that, I will call it a goal sys- 
tem because we do not use that other word even though it in effect 
is the other particular moniker. 

So I would go to a meritocracy. Then eliminate preferential treat- 
ment. Put people out and give everybody equal opportunity. If they 
can succeed by equal opportunity they can chase their dreams and 
their goals. 

The other part of this economy that strikes me as being some- 
thing that I have not heard anyone frame either, we are talking 
about manufacturing jobs, industrial jobs. It has been the heart of 
America’s economic might since the inception. 

As I watch the jobs transfer out of the United States, and we 
have talked about that considerably here today, the lower skilled 
jobs are going to the developing countries and they will, as you 
said, continue to accelerate their effort to get a larger and larger 
share of that market. 

Our salvation I do not think is in trying to get any of those jobs 
back. I think there is some merit in seeking to slow the loss of 
those jobs. 

The other side of this is the high tech industry where we need 
investment capital, research and development, high tech education. 
That is where the new jobs, the high paying jobs are going to come 
from. 

So if we can expand this, we can slow the loss of the low skilled 
jobs, we can accelerate the creation of the high skilled jobs, that 
is probably the best we can hope for within this environment for 
us to compete against the rest of the world. 

So then it brings me to that single solitary solution that Mr. 
Beauprez remarked upon. There probably is not one. But I think 
there is a formula that helps us substantially. I would pose this 
question to I think Mr. Mehlman. That would be if we could dis- 
count all of the products that we export overseas by 22 percent, 
could you speculate on the impact of the loss of those low skilled 
jobs that are going overseas? 

Mr. Mehlman. I guess if the question is if our products going 
overseas were less expensive relative to the markets in which we 
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are trying to sell them, we would undoubtedly have more success 
in selling those products. 

One of the things I think is currently being reported on by Busi- 
ness Week and others is as the dollar’s value is not what it was 
a year ago, we are seeing our manufacturers and some of our ex- 
porters having greater success in selling their products into some 
markets where a year ago or two years ago our products were rel- 
atively priced out of the range of customers. 

Mr. King. Have you speculated in your own mind as to which 
policy I am addressing when I say 22 percent discount? 

Mr. Mehlman. I have a guess after visiting with Mr. Rumsfeld 
and Mr. Zelnick. I am off to see Secretary Snow. 

Mr. King. That would be of course a national consumption tax 
where we have an embedded cost of 22 percent in all of our export 
and our domestic products. And our exports also hinge upon one or 
two percent. That is the margins on when we are promoting prod- 
ucts overseas. One or two percent makes a significant difference in 
all of these large markets, and yet we have the embedded costs of 
22 percent in our taxes. 

Mr. Beauprez mentioned that I think the number was around 
$300 billion, the cost of just getting prepared to pay the federal 
taxes. But nobody is talking about the disincentive that is in place 
because of the cost of the taxes. There are millions of people in this 
country that make decisions day by day that is, “I worked hard 
enough, I risked enough capital, I am not going to go out another 
hour this week or this month because the federal government takes 
too much and consumes too much of our productivity.” 

If you add those dollars up that come from the dollars of what 
we have to pay the IRS, what we have to pay to force compliance, 
what we have to pay other folks to do our taxes and what we our- 
selves take out of our productivity to keep record of all of that, then 
the disincentive, I am going to tell you I believe that that cost of 
our federal tax system is over a trillion dollars a year. And what 
a huge anchor we could cut the chain to and how that would help 
so much our export markets. It would also incent the formation of 
capital, research and development, high tech, higher education. 
That comes I think as close as anything to a solution and the one- 
stop shopping for a solution. 

I had to do this for Mr. Beauprez’s benefit here. I knew it would 
help his day out. 

Thank you very much, Mr. Chairman. 

Chairman Manzullo. I think Mr. Mehlman had a response to 
that. 

Mr. Mehlman. Just with respect to both Congressman King an 
Congressman Beauprez. I think you both are right on. There is 
somebody who has been talking about the competitive dynamic of 
the high state of taxation or regulation, litigation, health care 
costs, for example. It is the President. So much of the Administra- 
tion’s initiatives on the fiscal side and on the regulatory side have 
been aimed at helping our businesses compete and be more suc- 
cessful globally in part by making sure the taxes and the regula- 
tions we have are all that we need to have but not more and are 
not sufficient burden upon our exporters and upon our producers 
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that we either price ourselves out or put money into taxation or tax 
compliance as opposed to into production and competing. 

Chairman Manzullo. Thank you. 

Mr. Ballance? 

Mr. Ballance. Thank you, Mr. Chairman. This very interesting 
debate, testimony I should say this afternoon. 

I live in rural eastern North Carolina. Most of the folk that I rep- 
resent are not being debated about here today. They have already 
lost their jobs in textiles. 

Since I only have five minutes, by show of hands how many of 
the panelists believe that we as representatives of the U.S. govern- 
ment can do anything about this problem? 

[All hands raised] 

Mr. Ballance. Well, that is good. 

The question I have and what I read as a free enterprise society, 
businesses can do what they want to do within certain regulations. 
What can the government do to stop a company from shipping its 
jobs to China or wherever they want to ship them? 

Mr. Kenton. One thing that has not been mentioned so far is 
benefits. For a small business the cost just of medical care, pro- 
viding medical care for employees is prohibitive. So when I look at 
the possibility of hiring a new employee, I have to look at that 
against the cost of providing the benefits for that employee. I do 
not want to say that is as much as the tax burden, but it is a very 
significant burden. 

Mr. Ballance. If I am the government what can I do about that? 
To keep a private company from sending its jobs to Taiwan? 

Mr. Kenton. I think that is a whole other panel. But I think the 
issues with the cost of health care and the requirements for pro- 
viding health care are issues that need to be resolved. 

Mr. Ballance. Mr. Challenger, what do you say about that? 
What can we do? Can we craft a policy with Mr. Manzullo leading 
the way to keep some of our jobs in America? 

Mr. Challenger. One of the efforts that Chairman Manzullo 
may be making is that defense is something that is under the con- 
trol of the government. Those contracts can be given out to local 
businesses. So certainly government can take steps to award con- 
tracts to the businesses they want in. In terms of creating long 
term jobs it may also be heavy focus back to the education issue. 
That is what are the new jobs of the future? If textiles are not 
going to be here what are the jobs and how can we train our work- 
force to attract businesses in this area? 

Mr. Ballance. I do not want to cut you off, but from what I un- 
derstand all of those folk that got laid off were well educated. They 
were Ph.D.s and they had great degrees, but they were given pink 
slips or whatever kind of slips they got. 

Mr. Challenger. Nobody is invulnerable to job loss. We are see- 
ing people today change jobs now seven, eight times in a career. 
That is a far cry from say 10, 20 years ago where you might have 
worked for one company all your life. That was the way it went. 

So the question then becomes how do you help people make those 
transitions from company to company because everybody is going 
to have to go through periods of job loss. We need to get people to 
not only equip them with skills to make those changes, just in 
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terms of how to search and how to get at it, but also give them in- 
centives to move to where the jobs are and give them training to 
also take on new jobs. 

Mr. Ballance. It would seem to me, I do not know who is the 
tax expert on the panel, but it seems to me that we could in our 
tax policy, the way we treat American businesses, that that is one 
way we could impact. Also I agree with the Chair and the Ranking 
Member that certainly how we spend our money, we can impact 
that. But does anybody think that tax policy on companies that off- 
shore their jobs would be one way we could look at it? 

Mr. Mehlman. I have never heard, any company that I have 
talked to has not raised taxes as an issue to me. 

Mr. Palatiello. To some extent we are the victims of our own 
success. We have created in a lot of the industries and professions 
represented in this panel high paying white-collar high quality 
jobs, and now we are almost being punished for doing that because 
we are being undercut by lower paying jobs in other countries. 

I think the cost of labor is certainly a significant factor, but I 
think the comments that several members have made is there is 
also a cumulative cost of doing business. There is a cost of taxation, 
there is a cost of regulation, there is a cost of litigation. A lot of 
those things are driving up the cost of doing business in the United 
States and if you do not have those same costs of doing business 
in other places and you add to that a lower wage labor base it is 
going to be very difficult for us to be competitive. 

I would go back to a couple of comments that people have made. 
The federal government spends over a quarter of a trillion dollars 
a year in contracts. That is just the federal government, not to 
mention money that is given out in grants and assistance to state 
and local governments. 

If in the wisdom of the Congress you believe it is in the country’s 
best interest that service work be done domestically, certainly Con- 
gress is within its power to encumber that money whether it is by 
direct federal contracts or subcontracts or grants and assistance to 
state and local government to say the work will be performed do- 
mestically. 

Chairman Manzullo. Does anybody else want to comment on 
that question? 

Mr. Engardio, then Mr. Mehlman. 

Mr. Engardio. I would just say, I can maybe put it in perspec- 
tive in terms of a manufacturing job, and I think the same things 
apply in a lot of the service jobs we are talking about. 

When you ask companies and consultants that help them relo- 
cate what are the factors they are considering, wages is one. It is 
not the only thing. The Shanghai area, we looked at why are jobs 
going from Japan to China? Land cost of Shanghai area is about 
one-fifth the price of Japan; it is about one-third the price of Ma- 
laysia which is a low-cost country. Water costs are about half. 
Cargo handling fees are about a half of any comparable Asian 
country. It gets into a lot of things. In that mix taxes are not, in 
some countries it is a factor. In a lot of countries it is not. So there 
are about five or six things going on. The shipping costs, physical 
shipping costs from that place to the United States. 



38 


If you were to break down what is a competitive advantage of 
Manila in call center work for Delta Airlines which has like 500 
people working there, wages is one. But they have a lot of very 
cheap office space. They have nine at least office centers, very mod- 
ern office complexes around the Manila area. Their telecom costs 
are about a half to a third. This is a very big factor. They have very 
cheap broadband connections. We do not in this country. 

There are a lot of things. Maybe you can identify those six or 
seven factors and say what areas are within any government influ- 
ence? 

I hope that helps. 

Chairman Manzullo. Mr. Mehlman, did you have a comment on 
that? 

Mr. Mehlman. Yes, sir. 

I do think there are things the government can do and I certainly 
think we are trying to and in fact are doing a lot of them from the 
Administration. One caution offered by others on the panel that I 
would echo is to be aware of the sort of the only unrepealable law 
in Washington, the law of unintended consequences. 

Right now in the global competitive market for IT services, the 
U.S. comes out ahead in 2001 by $7.9 billion. We are exporting to 
other nations $7.9 billion more than we are receiving in IT services 
back on-shore. 

If we say we are not purchasing any more, other nations might 
also and that would put us deeper into the current account deficit 
by $7.9 billion. 

The other unintended consequence that we have to I think mean- 
ingfully consider is that a lot of the businesses that are looking 
globally for IT service work are not doing so out of a lack of patriot- 
ism or a lack of love for their country or their neighbors or where 
they live. They are doing so because they are competing globally for 
making semiconductors or cars or whatever they are making. They 
are trying to be as competitive an enterprise as they can possibly 
be. 

To what the Chairman said in the government context, I imagine 
that is a similar consideration. In New Jersey there was a well 
publicized circumstance where the state Division of Family Plan- 
ning, which is a welfare organization that tries to help provide ben- 
efits to those who need welfare in the State of New Jersey. They 
had a call center and they sent it offshore because it meant they 
could have more money for welfare recipients. 

There was a storm of protest that nine jobs were sent offshore 
so they brought them back. They increased their costs by 20 per- 
cent so their administrative costs went up by 20 percent and the 
money they had available for those who are on welfare was reduced 
by a commensurate amount. 

It means that we are going to need some real good economists 
to understand when it is better to have the money go to the stra- 
tegic core purpose for which the money is intended, even if it 
means you are using equal value but offshore work, and when it 
is better to increase the cost and have less dollars for R&D or 
whatever the ultimate product you are trying to do, but use domes- 
tic information technology or other service work. 
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I think that is a tough calculation that a lot of businesses are 
trying to weigh. 

Chairman Manzullo. Ms. Bordallo before I turn over the micro- 
phone to you, I would just make this comment. The very govern- 
ment that is responsible for all the high costs is the same one that 
says we are going to go offshore and purchase because it is too high 
to purchase here. That is where the line gets drawn in the sand. 
You cannot have it both ways. That is why we are in this huge dis- 
pute with the Pentagon, because of the continuous overseas pur- 
chasing of goods, equipment, and services that could be done here 
in the United States. 

Ms. Bordallo? 

Ms. Bordallo. Thank you very much, Mr. Chairman. I just 
wanted to say how much I appreciated the meeting we were at yes- 
terday in your office to discuss some of these problems. 

I represent the island of Guam in the Pacific area. I would like 
to express my sympathies for the situation that has been described 
by our witnesses today. 

An example from Guam, to highlight the need to address the loss 
of service sector jobs. 

The economy on my island is largely supported by two service 
sector industries. The first is tourism including hotels and small 
business tour operators. The second is the support of military oper- 
ations on Guam such as a ship repair work, logistics and base oper- 
ations servicing which requires a highly skilled workforce. 

Now you would think that if anything were safe the procurement 
of services for the Department of Defense would be immune from 
the globalization trend that we have been discussing here today. 
However, I would like to share with you one example of how 
outsourcing of ship repair services has impacted a small business 
with fewer than 300 employees on our island of Guam. 

The Navy is allowed under current law to repair military Sealift 
Command vessels outside the United States if they have no des- 
ignated home port. Using this loophole the Navy waits two years 
until a ship needs repair, and then announces it is being deployed 
to Singapore, for example, bypassing the U.S. ship repair services 
on Guam. There they can do repair work with no regard for Amer- 
ican fair labor practices, worker protection, or environmental 
standards. 

The result is that the Guam shipyard cannot sustain the work- 
force they need of highly skilled repair workers. They cannot afford 
training programs. And over time the knowledge base on Guam 
will not be replaced. Once this happens foreign firms will have no 
American competition in the Western Pacific. 

I was very impressed yesterday with the Chairman telling us the 
story about the black beret scandal of the Army and how we were 
able to, he was able to get to the bottom of that and turn it around. 

So I feel as some of you do gentlemen that we can do something 
about this. 

What we are doing here, our own country, is eroding our manu- 
facturing base and causing an increasing rise of unemployment in 
our own country. We are responsible for it. 

I do not know what the solution is now, but I am very interested 
to work with the Chairman and the Ranking Member of this Com- 
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mittee to help and protect our small businesses and our manufac- 
turing firms around our country. 

Thank you very much, Mr. Chairman. 

Would anyone like to respond to that? 

[No audible response] 

Thank you. 

Chairman Manzullo. Mr. Mehlman, I like your spirit. This 
panel has been great. We three weeks ago had a gentleman by the 
name of Wayne Fortun. He runs a company called Hutchinson 
Technology in Hutchinson, Minnesota. He is the sole survivor of 38 
U.S. manufacturers of CD springs. He has several thousand em- 
ployees in Minnesota, Wisconsin and North Dakota. He is going 
head to head with the Chinese and succeeding. He is exporting 98 
percent. 

Some members of our staff are going to take a look at his facility. 
We would like to invite you to go up there with them because we 
are obviously on the right target. 

You are looking for the success stories and want to know how 
these guys are doing it, so we look forward to you thinking about 
it and joining us on that trip. 

Mr. Mehlman. It sounds great. Thank you. 

Chairman Manzullo. I have just a couple of comments and then 
Ms. Velazquez has some questions. 

First or all I want to thank you all. This is tremendous testi- 
mony. The area of the country that I represent, Rockford, Illinois, 
has a 25 percent manufacturing base. We are at 11 percent unem- 
ployment and it is getting worse. 

I think Mr. Challenger you had mentioned that as the economy 
improves those jobs are going to come back. They are not. The 2.7 
million manufacturing jobs that are gone, they are gone. The fac- 
tories are closed. The work has been outsourced overseas. At one 
time this Committee had people in China, Southeast Asia, and 
Brazil combing for contracts for manufacturers. That is just our 
Committee. That is the amount of time we spend on manufacturing 
and international trade. Those jobs are gone forever. 

The tool and die industry is being absolutely demolished in this 
country. It is being savaged. We just cannot get our government to 
wake up to the fact that, and I hate to use the word protect, but 
I like to call it national industrial base. That is absolutely nec- 
essary — We have in this country, in Tiffin, Ohio, the last manufac- 
turer of the cold forming machine. That machine makes bullets in 
one step, about 500 a minute. Otherwise you have to machine each 
bullet for military use, hand by hand. 

Every time we try to bring these things to the attention of the 
people in the Pentagon it just falls on dear ears. No one gets it. 

The environment of Washington, D.C. with 1.5 percent unem- 
ployment. The inflation rate in Washington is five times higher 
than it is in the rest of the country. The price of an average single 
family home is $540,000. The average or the medium income, per 
household income in Washington, is close to $100,000 a year. 

This city is so out of whack of what is going on in the rest of 
America that it is very difficult for may policy leaders and makers 
to try to understand. That is why Members of Congress — we are 
fighting back for our manufacturing jobs. Regardless of how people 
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have voted on these trade issues, because we know what is going 
on. 

I could tell you, Mr. Engardio, what is going on in my district, 
engineering jobs are going to Poland. 

Mr. Engardio. What industries? 

Chairman Manzullo. Aerospace. Let me give you an example 
here. 

If this item were exported from the United States and let us say 
it is $100 million sale. So this shows up on the trade surplus mer- 
chandise ledger as plus $100 million even though it could contain 
$99 million worth of imported parts. 

There is no index. There is no indicator, there is no study to indi- 
cate the extent of imported parts in our exported items. 

I would estimate that our trade deficit is five times greater than 
the $500 billion that it is. Otherwise how could you possibly come 
up with the fact that we are supposing the process of recovery and 
unemployment in my district is going up. 

The latest study that just came down from the FDIC on sectorial 
manufacturing job losses, a 47-page document. FDIC.gov. It takes 
it sector by sector by sector. 

The latest study by the NAM, the very last sentence in the exec- 
utive summary is saying essentially the United States is becoming 
a third world country because of the massive destruction of our in- 
dustrial base. And no one seems to get it. 

About every two days we revise our challenges to manufacturing 
power point, and we passed out 60 copies today. We are always 
adding yet another reason in there. 

Somebody brought up our own version of forced labor in America: 
Prison industries. Peter Huxtra in Michigan lost 600 jobs in one 
day! Then we found out that those people at the FDIC in violation 
of their own charter, Federal Prison Industries, those people were 
taking things and saying they had been manufactured or assem- 
bled in factories, in prisons when in fact all the were doing was 
slapping their label on them, acting as a warehouse. $550 million 
right there to start in manufacturing. It is all over the place. It is 
always a government policy that is involved. 

Let me throw out another one, and I do not know if this is pres- 
ently the law on it. I bought a WI-FI. This is the cat’s pajamas. 
It is just unbelievable. I turn on my laptop and I am on the Inter- 
net. 

Now the particular box says Toshiba. I do not know if it is made 
in Japan, made in the United States, but it says on the box, “This 
item may not be exported to any country except Canada without 
a validated license by the Bureau of Export Control.” I do not know 
if that is changed. It had to be an older box because the Bureau 
of Export Control now has a new name. But what is it? We always 
come back to a particular government policy. 

So what happens is the very things that we make best in our 
country we cannot sell. 

We held a hearing here two weeks ago on bringing in people 
from tier three countries to look at items that we manufacture, 
even though they are not covered by a valid manufacturing license. 
Four axis cutting machines. And two tremendous public servants 
from the FBI and from the Department of Consular Affairs at the 
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State Department sat on this panel here and explained the prob- 
lem, working towards a resolution. I think we are going to come 
up with some tremendous progress, bringing people in to this coun- 
try that want to buy things without having to wait months and 
months on it. 

Anyway, Ms. Velazquez, you have . 

Ms. Velazquez. Sure. Just one more question. 

Mr. Mehlman, you espoused so enthusiastically on this cause the 
Administration views regarding fiscal policies and taxes. Can you 
please comment for this Committee what are your views on the ef- 
fect of running one of the largest deficits in the nation in the last 
30 years? 

Mr. Mehlman. Sure. Thanks for the question. 

Obviously I have a lot of respect for some of the leading folks in 
the Administration who helped formulate tax policy. My belief and 
expectation, though, hearing from both manufacturers as part of 
the Secretary’s initiative, certainly hearing from more than two 
years from high tech companies, what they need right now is they 
need customers making capital expenditures, they need investors 
returning to the market, and they need employers hiring again, 
and the appropriate efforts right now with respect to fiscal policy 
are to try to get investment being made again, capital expenditures 
happening again, businesses able to hire again so that as we re- 
train folks they have employers who are willing and ready and able 
to hire them. 

Ms. Velazquez. Do you think running a deficit is healthy for our 
economy? Do you think that will help us grow? 

Mr. Mehlman. I am hardly the expert on fiscal policy, but right 
now yes. I believe the tax policies and budgetary policies that have 
been offered by the White House are very much the right policies 
to promote jobs and to promote growth. And if this year there is 
a deficit, it is a deficit with the goal of creating jobs because the 
jobs are the key to the tax base. I think we saw back frankly in 
the Hoover Administration what happens when you slam on the 
fiscal brakes during a period of tough economic times when in fact 
there should be greater access to capital and greater access to jobs. 

Ms. Velazquez. We saw that happen under the Ronald Reagan 
Administration with a huge deficit. The money went away with the 
taxes and the jobs disappeared. 

Thank you. 

Mr. Mehlman. Thank you. 

Chairman Manzullo. Thank you all very much. Tremendous, 
tremendous testimony. And thanks to our very three special guests 
for coming here. 

This Committee is adjourned. 

[Whereupon at 4:48 p.m. the Committee was adjourned.] 
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House Committee on Small Business 

"The Globalization of White-Collar Jobs: Can America Lose These 
Jobs and Still Prosper?" 

June 18, 2003 

Opening Statement of Committee Chairman Don Manzullo 

Good afternoon and welcome to this hearing of the Committee on Small 
Business. I especially welcome those who have come some distance to 
participate. Today, we're going to talk about the globalization of white- 
collar jobs. Most Americans don’t realize the significant link between 
manufacturing and services. I hope it becomes clear by the end of this 
hearing. 

You all know my passion for manufacturing. So why are we talking 
about the service sector today? Because I want people to begin to 
understand that what’s been going on in manufacturing is not because 
manufacturing jobs are less important. As goes manufacturing so goes 
the economy. I've heard over and over again from pretty well-educated 
people that we shouldn't worry about manufacturing since we have 
such a strong service economy; as though services has some sort of 
hedge of protection from foreign competition. There was a false sense 
of security. It's foolish to think that way. Engineers, accountants, 
architects, programmers, and other high-skilled professionals are 
learning quickly that someone equally, or more, qualified than they are 
taking their jobs, for less money - both here in the US and halfway 
around the world. 

Here’s the connection: according to a recent National Science 
Foundation study, 48% our engineers work in the manufacturing 
industry. These are the folks that create the designs, engineer 
processes, and drive innovation for manufactured goods. 

The US economy is growing and creating jobs. It’s just that Americans 
are not filling those jobs. They have been moved overseas where 
foreigners will work for a lot less. 

Some would argue that pure free-trade theory should prevail: whatever 
can go overseas should go. I put my free-trade voting record against 
anybody's, but the theorists miss a very important point. Free trade 
doesn’t operate in a vacuum. It presumes that all countries participating 
are playing by the same rules - whatever they may be. The problem is 
not all of our trading partners play by the rules, and even our own laws 
have loopholes that allow for some of this. 

The February 3rd edition of Business Week had this on the cover: “Is 
Your JOB Next? A new round of globalization is sending upscale jobs 
offshore. They include chip design, engineering, basic research - even 


http://www.house.gov/smbiz/hearings/108th/2003/030618/manzullo.MmI 
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financial analysis. Can America lose these jobs and still prosper?” 

Examples include, radiologists in India interpreting CT scans for US 
hospitals. Accountants are assessing loan risks for homes halfway 
around the globe. Computer technicians in Ghana are processing NY 
city parking tickets. Blueprints for a staircase in a NY city building get 
drafted in Shanghai. This is cool stuff. This is what globalization is 
supposed to be about. Everybody wins, right? Wrong. Deloitte 
Research estimates that nearly three-of-four major financial institutions 
will be offshore within two years. According to Forrester Research, 3.3 
million white-collar jobs and nearly $140 billion in wages will shift from 
the US to other nations over the next 12 years. This doesn't count the 
number of displaced Americans resulting from loopholes in our 
immigration laws. 

Increased global trade was supposed to lead to better jobs and higher 
standards of living for Americans by opening markets around the world 
for US goods and services. The assumption was that while lower-skilled 
jobs would be done elsewhere, it would allow Americans to focus on 
higher-skilled, higher-paying opportunities. But what do you tell the 
Ph.D., or professional engineer, or architect, or accountant, or computer 
scientist to do next? Where do you tell them to go? What higher 
academic credentials are they to aspire to next? They did what we said. 
Go to school and get the best education you can. Get a job in the 
technical field and you will be good to go. Now that this can be done for 
less elsewhere, should we be satisfied with having the intellectual 
capital of this nation drain out to other countries. Should we sit back and 
wait for China or India or Singapore or Poland to tell us what the next 
great technological breakthrough is going to be? Should we be 
concerned about our national security when our intellectual capital is 
being shipped overseas? Our nation's international economic 
competitiveness depends absolutely on the U.S. labor force’s 
innovation and productivity. According to economist Joel Popkin, if our 
innovation process, represented by our scientists, engineers, and 
technicians, shifts to other countries, “a decline in U.S. living standards 
in the future is virtually assured.” 

Wanting to keep jobs in America isn’t protectionism. It is, in fact, the 
very thing needed to promote globalism. Without the high productivity of 
the American worker and the high levels of consumption by the 
American family, free trade cannot thrive. The challenge is whether we 
can ensure that our optimism for a free and fair global marketplace can 
become a reality. 


http://www.house.gov/smbiz/hearings/108th/2003/030618/manzullo.html 
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Declining State of U.S. Manufacturing 


• Severe internal and external pressures on the U.S. economy have 
decimated U.S. manufacturing base 

• Over 2.5 million manufacturing jobs lost in the last 3 years 

• Manufacturing employment in the U.S. economy, currently at 14.8 
percent, has fallen below the level at which it was first officially 
measured 


House Committee on Small Business ■ , 
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Ten Factors Working Against U.S. Manufacturers 


1 ) Washington 's ciuelessness as to importance of manufacturing 

2) Surging cost of insurance of aii kinds (esp. health care) 

3) Overwhelming regulatory burden (federal, state, and local) 

4) Suffocating tax burden (federal, state, and local) 

5) inaccessibility of capital (e.g., tighter credit standards) 

6) Inaccessibility of Federal procurement contracts 

7) Overvalued U.S. dollar (inflating cost of U.S.-made goods) 

8) Steel tariffs and corresponding spikes in domestic prices 

9) Domestic trade barriers (e.g., export controls, unilateral sanctions) 

10) Foreign trade barriers (e.g., tariff & other barriers to market access) 


House Committee on Small Business ■;> 


1. Washington Clueless on Manufacturing 


• What we hear in Washington: 

— “Manufacturing is only 1 5 percent of GDP” 

— “We have a service and high-tech economy" 

— “Nobody wants a factory job any more" 

• Ignorance of the "multiplier effect” of manufacturing 

— SI .00 manufacturing product = $1 .26 in intermediate economic output (the service 
sector statistic is $0.74 for every $1.00 of final sales) 1 

— $1 million manufacturing sales = 8 manufacturing jobs + 6 service jobs ($1 million 
in service sector sales = 3.5 service jobs) 1 

— 1 50 manufacturing jobs translates to $30 million in economic output 2 

• Bureau of Labor Statistics underestimates role of manufacturing in 
communities 

Educate Washington officials about U.S. manufacturing and how it 
affects the economy, communities, and constituents 


' Source: National Association of Manufacturers 

• Source: Penn State Study. "Community Costs of Technical Skills Deficits A Pennsylvania Case Study." October 25. 1996 
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4. Suffocating Tax Burden 


• High taxes and a complex tax system block small business growth 

• The U.S. has one of the highest corporate tax rates (national and 
state taxes at 40%) compared to other developed nations (average of 
developed countries at 31%) (Source. CATO Institute. Apr. 12. 2002) 

• While moving outside the U.S. solely to avoid taxes is wrong, our 
flawed and expensive tax system encourages offshore movement 

The proposed Job Protection Act would lower corporate taxes 
for domestic manufacturers by 10%; the president’s economic 
growth package supports rate reductions, increased expensing, 
"bonus” depreciation, and relief from the double taxation on 
dividends; also seeking permanent repeal of the “ Death Tax” 


House Committee on Small Business « ' £j 


5. Inaccessible Capital 


• Small businesses - those most in need of financial backing - lack 
access to growth capital 

• Fees too high on SBA loan guarantee programs, making the 
programs unattractive for most small manufacturer borrowers 

• SBA loan limits too low for the capital-intensive credit needs of most 
small manufacturers 

• Banks reluctant to lend to small manufacturers in the Midwest 


Increase small business access to SBA lending programs; raise 
SBA loan limits for manufacturers; support the BRIDGE act (tax 
deferral initiative) to help small business capital needs 


House Committee on Small Business ill, . . t 
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6. Inaccessible U.S. Procurement Contracts 

• The U.S. government buys well over $200 biilion worth of goods and services 
each year; yet it rarely reaches the modest 23 percent goal for small business 

• Small business hurt in many ways (e.g., preference for "bundled” contracts) 

• U.S. policy to “streamline” procurement often makes it difficult for small 
companies to break in with a new idea or product 

• U.S. government (esp. the Pentagon) uses U.S. taxpayer dollars to import 
products instead of using domestic U.S. manufacturers (harming domestic 
manufacturing base and jeopardizing future national security needs) 

• U.S. agencies forced to buy many prisoner-made products from Federal 
Prison Industries because of its “mandatory sourcing" preference, even 
though price may be higher and the quality and delivery of service lower 

Examining Pentagon procurement practices (Army Berets / Joint Strike 
Fighter/ Titanium) to keep production in the U.S. while fighting 
unsound contract bundling; House-passed defense bill protects U.S. 
industrial base, e.g., (1) raises Buy-American content requirement from 
50 to 65%, and (2) mandates that defense contracts greater than $5m 
must use American-made machine tools, dies, and industrial molds 


House Committee on Small Business 


7. Overvalued U.S. Dollar 


• By most measures, the U.S. dollar remains overvalued, making our; 

— exports more expensive, harming global competitiveness and eroding global 
market share of our firms, and 

— imports that much cheaper, diminishing pricing power and eroding domestic 
market share of our firms 

♦ Other nations routinely manipulate currency markets to prevent their 
currencies from appreciating against the U.S. dollar, and thus keep the dollar 
overvalued 


The U.S. Administration has recently ceased talking-up the dollar; the 
Treasury Secretary also should vocally oppose foreign governments 
manipulating world currency markets; we sent a letter to China's 
Premier urging China to un-peg its currency from the U.S. dollar and 
allow market forces to determine the Chinese currency's value, making 
Chinese imports properly more expensive In the U.S., and U.S. exports 
properly less expensive/more competitive in global markets 


House Committee on Small Business i^. . Si 
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8. Consequences of the Steel Tariffs 


Five general themes of a policy initiative gone bad: 

1 . Small U.S. manufacturers have seen their steel prices rise by up to 80% 

2 . Steel-using manufacturers face arbitrary allocations and shortages 

3 . U.S. sales lost to foreign companies purchasing steel at world prices 

4 . Layoffs because steel prices have made manufacturers uncompetitive 

5 . Big steel producers breaking existing contracts to arbitrarily raise prices 

Initiated Section 332 Investigation by the International Trade 
Commission concerning the impact of the tariffs on steel users; 
encouraging Administration to end steel tariffs at the midterm 
review period in September 2003 

House Committee on Small Business 5 ' . 


9. Export Controls / Unilateral Trade Sanctions 

• Export controls and trade sanctions cost $20 to $40 billion in lost exports per 
year, or roughly 400,000 jobs 1 

• Export controls place severe and often outdated limitations on U.S. high-tech 
manufacturers (e.g., machine tool builders) selling "dual use” products (with 
mainly commercial but potentially military applications) to key foreign markets 

• Our key international competitors have no such limitations and take away 
many high value sales from our manufacturers 

• Unilateral trade sanctions imposed by the U.S. to make a foreign policy 
statement often cause great harm in lost business opportunities 

• U.S. agencies use visa policy to unduly restrict access to the U.S. for foreign 
customers, tourists, and others seeking to do business here 

U.S. export policy causes U.S. businesses to be unreliable suppliers; 
even our allies use U.S. export policies against our businesses 

' Source: Institute for International Economics 

House Committee on Small Business E ■ J3 
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10. Foreign Trade Barriers 


• Trade barriers cost U.S. businesses $200 billion annually 1 

• Our domestic consumers enjoy lower prices because the U.S. is among the 
"most open economies” in the world, but our producers struggle mightily in an 
uneven and unfair international tariff environment 

— We benefit from foreign investment (subsidiaries of foreign companies in the U.S. 
employ over six million Americans) 

— Yet our businesses face high tariff and non-tariff trade barriers against their 
exports from most other countries 

Promote exports while guarding against unfair trade; Level the playing 
field through use of anti-dumping and countervailing duty trade laws , 
and the Byrd amendment (higher tariffs go to injured companies, not 
the U.S. Treasury) 

' Source' University of Michigan Study, 2001 

House Committee on Small Business . ir 


Focusing Big Business on Small Business 


• We must do better to make trade work for small business 

• Barriers to entry are too great 

— Small businesses have been sidelined, unable to get involved in 
international trade on their own 

• We need the support of our large U.S. multinational firms, in addition 
to U.S. government backing, to make trade work for small business 


House Committee on Small Business 
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AJF - Our Message to America’s CEOs 


• America’s Jobs First (AJF): U.S. Multinational firms should put 
America’s jobs first by actively soliciting competitive American small 
business suppliers for their global supply chains 

• Benefits include having higher quality American inputs, saving and 
creating American jobs, and recovering political support for free trade 

• Bottom lines will IMPROVE 

— Multinationals depend on the expansion, protection, and safety of 
overseas markets created and sustained by trade-friendly U.S. policies, 
which in turn depend entirely on public support for free trade 
— Any costs can be offset by redirecting some of the $1 .5 billion in reported 
annual lobbying expenditures, and part of the corporate advertising 
budget, to assess and advertise U.S. opportunities in supply chains 


House Committee on Small Business (f(. 


A Meaningful Trade Strategy for US Corporations 


• U.S. products and services are of the highest quality, and purchasing 
agents worldwide are still willing to pay more for them 

• The imperative: When the quality of U.S. inputs is equivalent or 
superior, and the price competitive, stir the value of free trade into the 
calculation and source American, putting American jobs first 

• There’s never been a better time for a “Buy American” campaign 

— Shows patriotism, corporate responsibility, and American values 
— Shows concern for U.S. "dislocations” and “adjustments” of free trade 
— Demonstrates that free trade can work for the little guys, too 
— Stops destruction of U.S. manufacturing and defense industrial base 
— Rehabilitates public image of Corporate America 
— Furthers the Administration's National Export Strategy 


House Committee on Small Business „ . & 
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STATEMENT 
of the 

Honorable Nydia M. Velazquez, 

Ranking Democratic Member, House Committee on Small Business 
Hearing on Service Sector Outsourcing 
June 18, 2003 

Thank you, Mr. Chairman. 

As the tech industry grows, tourism flourishes and the global market expands - it is 
apparent that our world is shrinking. Today, people travel between nations as easily 
as they do between states. 

Globalization, which allows economic, political and cultural systems to cross 
national borders freely, has caused a shift in the economic base of our nation. We 
witnessed the effects of the first wave of globalization when U.S. manufacturing 
moved production - and American jobs - overseas. 

Now we are experiencing a second wave of globalization, which is impacting the 
strong and profitable service sector here in the U.S. It is by far the largest component 
of our economy, accounting for 81 percent of private sector output and providing 
roughly 95 million jobs. In fact, the majority of companies within the services 
industry are small businesses. 

As this sector braces for the effect this new reality will have on the economy just as 
the manufacturing sector did a decade ago, analysts foresee the flight of white-collar 
jobs abroad. It has been predicted that the United States service industry should 
expect to lose at least 3.3 million white-collar jobs while $136 billion in wages will 
shift from the U.S. to low-cost countries by the year 2015. 

For many businesses - both large and small - the global marketplace offers an array 
of opportunities, especially for growth. Yet it also presents one major drawback - job 
outsourcing. Companies in the service sector are able to find skilled labor abroad at 
lower wages. 

High-end service work such as writing software code, and processing credit card 
receipts, is being moved to developing countries like India, China, Russia and 
Eastern Europe. This has the potential to worsen our nation’s already suffering 
economy, which has lost an estimated 3.1 million jobs since the start of the Bush 
administration. 

There are a number of policies linked to this trend that have caused the shift in 
service sector jobs away from American workers. One is immigration policy, as non- 
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immigration programs are being used - and abused - to obtain cheap labor. 

It also doesn't help that the rising costs of benefits in the U.S. make cheap labor 
overseas and lax worker protections more attractive. After all, U.S. companies are 
trying to cut costs and make a profit in this economic downturn. 

In addition, a strong dollar has led to a trade imbalance that favors importing foreign- 
produced goods and services because it is more cost-effective. The technological 
ease with which companies now do business creates an atmosphere where overseeing 
workers, assessing production, and managing transactions in Jakarta is, say, just as 
easy - and probably cheaper - than here in the U.S. 

As globalization now permeates the service sector, it is still too soon to know exactly 
how small businesses will be affected. Since small businesses dominate the service 
sector, it is critical to factor them into the equation, making sure that policies - like 
immigration - help, instead of hurt, them. In working to protect the small business 
service sector, we can better ensure that it doesn't meet the same fate as the 
manufacturing sector. This would be another serious blow for the American 
economy, possibly making the current downturn longer and even more severe. 

Thank you. 


House Small Business Committee Democrats 
B343-C Rayburn HOB 
Washington, D.C. 20515 
(202) 225-4038 
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Testimony of the Honorable Nancy Johnson 
Small Business Committee 
June 18, 2003 

Mr. Chairman and distinguished members of the committee thank you for the gracious 
invitation to testify before you. I think it is fair to say that we are experiencing a crisis in the job 
market. Although I believe that we have taken the necessary and appropriate steps to lower 
unemployment through pro-growth tax policies, there are still far too many people who are 
seeking work and cannot find it. Beneath the aggregate unemployment numbers lay an even 
more disturbing trend. Unlike past instances of high unemployment, the ranks of the jobless are 
increasingly populated by highly skilled, college educated workers. Workers that typically had 
little difficulty finding a new job are becoming discouraged by their lengthy stay on 
unemployment. There are a host of reasons for the persistent weakness in the labor market, but I 
believe that we may have inadvertently made the situation worse through our generous guest 
worker visa programs. 

During the April recess I had an opportunity to visit with a group of constituents who told 
me a sobering story. These constituents, all unemployed information technology workers, told 
me that their former employers were replacing them with cheaper workers brought in from 
overseas on Hl-B or L-l visas. My constituents claim that companies are using foreign workers 
because they can pay them less and, due to the fact that the foreign worker’s stay in the United 
States in contingent upon employment, they are easier to manage. In some cases the American 
worker was instructed to train the new arrival only to be summarily dismissed and replaced by 
the foreign worker. If this is true, it would be in contravention to the intention and spirit of our 
guest worker program. I was so alarmed by their stories that I contacted several of my local 
employers to ascertain what their policy was regarding guest workers. While to the best of my 
knowledge none of the companies are violating the law, I have subsequently discovered that my 
constituents experience is not unique nor is it isolated. 

As you may be aware, the L-l visa program was created to enable multinational 
corporations to bring in key executives to work in the United States for up to seven years. It was 
thought that the business community needed a special class of visas to expedite intra-company 
transfers. More recently, however, a cottage industry has emerged to exploit the L-l visa 
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program. It appears that companies can be constituted with the express purpose of funneling 
workers into the United States. IT consultancies with operations overseas, for example, are 
using the L-l visa program to import workers who are then contracted out to domestic 
companies. Unlike the HI -B visa program, the L-l visa is not subject to annual limits. 

There are several steps I believe Congress can take to ameliorate this situation. First we 
should initiate a thorough and detailed reevaluation of the various guest worker programs. The 
Hl-B visa program, for instance, was increased in 1999 to address the apparent shortage in 
qualified IT workers leading up to the Y2K event. If the shortage no longer exists, then the 
justification for the inflated number of Hl-B visa holders is moot. We have no public interest in 
keeping qualified American workers unemployed in order to accommodate guest workers. 

We should also examine the rules governing the L-l visa program. Clearly the law was 
not intended to promote the wholesale importation of contract-consultants. I am a cosponsor of a 
bill introduced by Representative Mica that will close the loophole that allows consultancies to 
bring in guest workers for contract work. We should also devote more resources to worker 
training. Companies have a legitimate need for talented, knowledgeable IT workers. While at 
the same time classrooms full of college student who study IT are not being hired. In our zeal to 
reform the visa system we should not put an inappropriate burden on our domestic companies. I 
think that we all agree it is in our national interest to have a skilled, native IT workforce. 

Throughout my congressional career I have been a strong proponent of free trade and 
open markets. My support is not contingent or qualified because I believe in the end free trade 
means more jobs for Americans. But we cannot afford to have our labor market roiled by the 
unchecked flow of international workers under the guise of our immigration laws. With 
unemployment over 6 percent nationwide, we have a responsibility to promote jobs for 
Americans and ensure that they are treated fairly. 


Thank you for your courtesy. 
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June 18, 2003 

TESTIMONY OF BRUCE P. MEHLMAN 

Assistant Secretary for Technology Policy 
United States Department of Commerce 

Chairman Manzullo, Ranking Member Velazquez, Members of the Committee: 

Thank you for inviting me to appear before you today and for your leadership on 
questions of American competitiveness. The issue of global competition for white-collar 
service work is an important and timely one. Declines in American employment at all 
levels concern us deeply, and the February 3, 2003 Business Week cover concisely 
captured the fears of many when its screaming headline asked: “Is Your Job Next?” 

Few Americans are feeling greater uncertainty these days than information and 
communications technology (“IT”) workers. Over the past five years, IT workers have 
endured multiple shocks to IT spending and employment, including: 

• the end of Y2K preparations in 1 999; 

• the bursting of the Internet and telecom “bubbles” in 2000; 

• dramatic reductions in corporate IT spending during and after the January- 
September2001 recession; 

• the 9/1 1 terrorist attacks; 

• investor and business uncertainty as the WorldCom, Enron and other business 
scandals of the late 1990s came to light; 

• continued market caution preceding the liberation of Iraq; and 

• accelerating global competition. 

At the Commerce Department, the Office of Technology Policy seeks to maximize 
technology’s contribution to American economic growth, job creation and global 
competitiveness. We have been following trends in the IT workforce for some time, 
including reporting on global competition in IT services. We have also put significant 
research and analysis into IT worker education and training opportunities, and Secretary 
Don Evans this week released a Congressionaily-mandated report we prepared on 
“Education and Training for the Information Technology Workforce.” I have brought 
copies of the report for this Committee, and it can also be found online at: 
www.teehnologv.gov/reports.htm . 

Today I offer testimony on trends and implications of global competition in IT services, a 
broader assessment of American strengths and challenges to remain the world’s 
innovation leader, and Administration policies that are promoting U.S. competitiveness. 
Notwithstanding many challenges facing our nation, I remain optimistic about America’s 
future and look forward to working with Congress to ensure we provide American 
workers with the tools, technology and talents needed to compete and win in the 21 st 
century global economy. 


Testimony of The Honorable Bruce P. Mehlman 
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GLOBALIZATION OF IT SERVICES: IDENTIFYING THE TRENDS 

It is difficult to precisely separate American IT job losses due to the post-bubble business 
cycle from slower growth in overall IT employment resulting from global competition or 
“off-shoring” 1 work. Little data exists to demonstrate one-to-one relationships. It is 
certainly clear that as the growth in U.S. IT jobs slowed dramatically for multiple 
reasons, the volume and value of off-shored work has increased rapidly. 2001 was the 
first year in more than two decades with negative growth in U.S. IT employment. 

At the same time, the amount of IT service work done overseas has been growing for 
years. Many analysts agree this global competition in IT services will increase as: (1) 
offshore IT service providers improve their quality, processes and expertise, (2) improved 
telecommunications (especially broadband) enables more business customers to 
outsource and offshore work effectively, and (3) business customers conclude they can 
realize value and competitive advantage through outsourcing. The Gartner Group 
estimates that "[b]y 2004, more than 80 percent of U.S. executive boardrooms will have 
discussed offshore sourcing, and more than 40 percent of U.S. enterprises will have 
completed some type of pilot." A widely-quoted 2002 Forrester report estimates that 
over the next 15 years, 3.3 million U.S. service industry jobs - including 1 million IT 
service jobs - and $136 billion in wages will “move offshore." While other analysts offer 
less dramatic projections, growing numbers of global competitors are likely to capture 
increasing shares of IT and white-collar service work. 

GLOBALIZATION OF IT SERVICES: ASSESSING THE IMPLICATIONS 

As with so many global trends, there is significant disagreement over the implications of 
this competition for American prosperity and competitiveness. Many observers are 
pessimistic about the impact of offshore IT service work at a time when American IT 
workers are having more difficulty finding employment, creating personal hardships and 
increasing demands on our safety nets. Competitors from lower-wage nations, it is feared, 
could put downward pressure on profit margins and salaries in this sector going forward, 
see IDC Price Erosion Study, 2003, while the work being sent overseas may migrate up the 
value chain from call centers, help desks and low-end programming to design, accounting, 
high-end programming, financial analysis and consulting. Some question the national 
security implications, asking whether U.S. interests are put at risk by increasing 
dependence upon foreign nationals to handle economically critical tasks and, often, highly 
sensitive data. Many fear that reduced wages and increased unemployment in IT might 
discourage future generations of Americans from pursuing science and technology careers. 
And the opportunity to do high-wage, high-value work without immigrating to the U.S. 
reduces the “brain gain” that has contributed to America’s historical success. 


' It should be noted that “outsourcing” is not the same as “off-shoring.” Outsourcing occurs when 
businesses hire outside specialists to handle tasks outside their strategic focus or core expertise, such as IT, 
administration or HR. For example, in December 2002 JP Morgan hired IBM to handle all of its IT 
operations. Off-shoring refers to outsourcing using service providers outside the U.S. Of course the 
distinctions become more difficult to make as businesses globally integrate their operations and 
workforces. Just as buying a Ford does not guarantee a car made entirely in America, buying IT services 
from IBM does not guarantee use of exclusively American IT workers. 
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Others suggest the rise of global competition in IT service work is a net positive trend for 
our nation. Competition drives down prices for businesses and consumers and increases 
their choices. By outsourcing to lower cost operations, businesses are able to reduce their 
overhead, compress time-to-completion with around-the-clock operations, and focus on 
core, strategic investments and hiring. Many manufacturers, for example, are running 
leaner, more competitive operations as the result of outsourced (often off-shored) IT 
services, focusing their resources on the research, design and processes for improving their 
products. 2 Some have even suggested that off-shored service work is of higher quality, 
although their data is anecdotal only. 3 It is worth noting that [fellow witness] Dr. Hira’s 
organization, the IEEE, recently awarded Wipro Technologies - one of the major Indian IT 
service providers - its prestigious IEEE Award for Software Process Excellence. 

Optimists note that the majority of work sent offshore is lower-wage, represents a small 
fraction of the overall market for software and IT services, and will never displace a large 
majority of work done here in the U.S. Indeed, the Bureau of Labor Statistics projected 
in December 2001 that the number of professional IT jobs in the U.S. will grow by 72.7% 
between 2000 and 2010. And since global competition is a two-way street, U.S. IT 
companies gain opportunities to win global business, particularly as developing nations 
improve their own domestic markets for hardware, software and services. For example, 
IBM won a $2.5 billion (over 10 years) contract to manage Deutsche Bank’s IT 
operations in December 2003. In fact, in 2001 U.S. cross-border exports of IT services 
totaled $10.9 billion, while imports totaled $3 billion, yielding a trade surplus of $7.9 
billion (U.S. International Trade Commission). 

PUTTING TRENDS INTO GLOBAL CONTEXT 

Many observers suggest that global competition for white-collar service work mirrors 
trends we have seen for decades and will benefit our nation. During these decades we 
saw heavy competition in tradable goods (with lower-wage, lower-value-added jobs) and 
far less competition in knowledge-based services (with higher-wage, higher-value-added 
positions), such as information technology. Advanced economies leveraged their 
comparative advantages to develop the high-wage jobs as the lower-skilled work became 
commoditized and went abroad. 

It seems we have entered a new era. Advances in communications technologies have 
empowered once-distant service sector workers to compete in real-time, while increasing 
interconnectivity generated new market opportunities for both our businesses and theirs. 
We are now competing for low-skilled and higher-skilled work, both in IT and 
elsewhere, and we will need to replace both with high-skilled, high-wage opportunities to 


2 Proctor & Gamble told Fortune Magazine it has saved $1 billion since 1999 by concentrating back-office 
work in Costa Rica, the Philippines and Britain. (“In the Age of the Internet, A Company’s Location 
Hardly Matters,” May 12, 2003). 

3 A recent survey of 145 U.S. companies by Forrester Research found that 88 percent of the firms that look 
overseas for services claimed to get better value for their money offshore than from U.S. providers, while 
71 percent said offshore workers did better quality work. 
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grow our standard of living. Our success or failure will turn on our ability to create and 
retain new jobs, new industries and new processes, goods and services - to innovate. 

INNOVATION IN AMERICA 

Starting in early 2002, the Commerce Department convened a series of roundtables and 
outreach efforts to assess the state of innovation in America. We were particularly 
interested in better understanding the factors that influenced some private actors when 
they were deciding where to locate their R&D and knowledge work. Our goal, of course, 
was to assess how we might maximize those elements that promote innovation in 
America, while reducing any comparative disadvantages that discourage on-shore R&D. 
Transcripts from these discussions can be found on our web site at 
www.teclinology.gov/renorts.htm . 

WHY INNOVATORS LOCATE KNOWLEDGE WORK ON U.S. SHORES 

According to the corporate, university and government leaders we convened, America 
presently remains the premier destination for innovative activity for several reasons. 

1. PEOPLE. The scientific talent pool in this country is second to none, with 
industry experts, lab scientists and university researchers all contributing to an 
unmatched quality and quantity of expertise. For example, America publishes 
one-third of the world's scientific and technical articles, triple the share of the next 
largest country, and has the largest share of the world’s science, engineering, and 
technical workforce (according to NSF data). Our university system is 
unequalled, attracting the best and brightest from around the world and remaining 
a hotbed for generating inventions and training inventors. 

2. BUSINESS CLIMATE. America has the most entrepreneurial business climate, 
one promoting market-based competition, rewarding risk, permitting failure and 
relatively easy access to capital. Unburdened by government-owned national 
champions, new ideas and new entrants are able to compete and win on the merits. 
In this regard we fare very well against many European competitors, where 
governmental burdens make entrepreneurship more difficult and less common. For 
example, in March 2002 the Wall Street Journal reported on a British study that 
found it takes 43 months on average to get the regulatory approval needed to open a 
gas station in Europe, three times longer than in the U.S. 

3. INFRASTRUCTURE. From world-class federal labs such as the National Institute 
of Standards & Technology and Argonne National Lab, to our telecom, energy and 
transportation systems, America’s infrastructure permits cutting-edge R&D almost 
anywhere in our nation. Innovators and technology entrepreneurs stay here to 
leverage these unique assets that underlie competitive discoveries and speed time- 
to-market. 

4. MARKET ACCESS: Innovators want to conduct R&D in the world’s biggest and 
wealthiest market - close to the customer - with consumer, business and 
government spending encouraging innovation in America. Our culture offers a 
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good fit for innovators - consumers are eager for new gadgets and medicines, 
success is rewarded handsomely and innovators are celebrated as cultural icons (e.g. 
Thomas Edison, Bill Gates, Albert Einstein, Jeff Bezos, etc.). 

5. INTELLECTUAL PROPERTY PROTECTION. It is not surprising that 
innovators will create jobs and technologies wherever their ideas are best 
protected and most profitable. The United States boasts the most consistent 
protections for intellectual property rights, the most effective patent office, and 
the system least likely to impose price controls over intensely innovative products 
such as pharmaceuticals. In this area we retain a significant advantage over rising 
powerhouse China, with its far less consistent commitment and ability to protect 
and develop intellectual property. 

6. GOVERNMENT. We provide an honest and transparent government, with 
political stability and a broad respect for the rule of law. While government taxes 
and regulates, we do not prop up national champions and we rely on the market, 
not federal agencies, to pick winners and losers. 

7. QUALITY OF LIFE. People who can choose where to live are often attracted by 
America’s high quality of life, the result in large part of our democracy, freedoms, 
clean environment and outstanding health care system. America’s relative 
security and abundance likewise attract the best-and-brightest to live and work on 
our shores. 

WHY INNOVATORS GO OFFSHORE 

At the same time, multiple factors are encouraging accelerating R&D and knowledge 
work in other parts of the world. While the National Science Foundation reports that the 
United States accounted for 44 percent of the total R&D among OECD nations in 2001 - 
more than the rest of the G7 nations combined - we accounted for 70 percent of this total 
in 1970. A great many nations have witnessed America’s unparalleled economic success 
over the past 60 years and understandably seek to emulate it by fostering their own 
innovation excellence. The rest of the world is not standing still, and they are competing 
for a growing share of foreign direct investment in research and knowledge work. Here’s 
why: 

1 . COST. Research talent and facilities cost appreciably less in many areas of the 
world. Similarly, many foreign nations offer businesses and researchers 
significant financial incentives to locate R&D (and manufacturing) within their 
borders. 

2. PEOPLE. There are many highly talented researchers among the more than six 
billion people on the planet who are not U.S. citizens, and some foreign nations 
such as China are now graduating more physical science and engineering students 
than the U.S. every year. U.S. companies facing global competition want to tap 
the best and the brightest, wherever they may live, and the GE’s, Microsoft’s, 

IBM’s and others like them are investing heavily in new research facilities in 
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emerging technology clusters such as Bangalore, India and Guandong Province, 

China. 

3. MARKET ACCESS. Many business leaders are attracted to the perceived market 
possibilities in nations such as China and India, with 2.4 billion people between 
them. Other innovators believe they need to globalize their research efforts to 
overcome foreign government impediments to doing business (e.g. standards), or 
to ensure they can gain needed regulatory approvals in the future (e.g. merger 
approvals). 

4. INFRASTRUCTURE. Foreign governments are making their own investments in 
university and lab research facilities, transportation, energy and 
telecommunications to more effectively compete. It is no accident that the new 
global clusters attracting the most foreign investment and most knowledge work 
are precisely those with the most advanced infrastructures. 

5. BUSINESS CLIMATE. A great number of top-tier innovative companies explain 
moves to Asia by pointing to their less burdensome taxation, regulation and 
litigation environments. These reflect both bottom-line and speed-to-market 
concerns, although many appropriately question whether nations lacking in 
freedom, robust intellectual property rights, worker and environmental protections 
can sustain innovation leadership over a long period. 

6. PROXIMITY TO OFFSHORE MANUFACTURING. While the rise in offshore 
IT service work does not appear to result predominantly from the global migration 
of manufacturing, some suggest that other white-collar service and R&D jobs may 
be pulled abroad by off-shored manufacturing. Semiconductor industry experts, 
for example, indicate chip design work needs to happen close to manufacturing 
facilities. 

.ONG-TERM CHALLENGES 

loing forward, the quality and intensity of global competition is likely to increase. 

'oreign nations will continue to make their business climates more attractive to global 
nnovation leaders. We may take some comfort from the fact that we have risen to 
eemingly overwhelming challenges before - my office was established in the 1980s, with 
Congress convinced that we were insufficiently competitive with “Japan, Inc.” Our 
conomy, people and systems will face tougher challenges in the 21 st century than ever 
iefore, particularly as the pace of change accelerates, disruptions cut deeper and 
omplexity increases. Four long-term challenges stand out in particular. 

1 . Building the best and brightest . Within a generation we will need a far more science- 
literate, technology-sawy society than we have today. Yet American students at the K- 
1 2 level continue to lag behind their international counterparts in math and science 
learning. U.S. eighth graders ranked 19 Ih out of 38 nations in math and 18 lh in science ii 
the 1999 Third International Math & Science Study Repeat. The World Competitivenes 
Yearbook ranked the U.S. 24 th out of 45 nations in science education and 18 lh in 
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“attractiveness of S&T to youth.” Other nations are aggressively acting to stem their ow 
brain drains and entice citizens trained in the U.S. to return to their native countries, and 
many are succeeding. How can we grow, educate, attract and retain the best and 
brightest scientists and engineering students? 

2. Funding the Future . Americans enjoy and expect a very generous entitlement system. 
Retirees are living longer and receiving far more in government benefits than they ever 
paid into the system. According to the Congressional Budget Office, in 2001 , the big 
entitlement programs accounted for 26 percent of non-interest federal spending; but in 
2030, they could account for up to 70 percent. Things we can afford to provide our 
parents may well become too expensive for our children to pay for us. How can we 
ensure sustained federal support for education, infrastructure, and research and 
development? 

3. Defining national interests in a global economy . While policymakers try to promote 
national interests, it is getting much harder to define them as the global economy 
develops. For example, is it better for America to buy a BMW made in South Carolina c 
a Ford made in Canada? How about IT services procured through IBM but performed in 
India, versus services purchased from Infosys but staffed using H1B workers living and 
spending their salaries in America? Is it better to help manufacturers remain competitivi 
by enabling them to cut IT costs through off-shoring or help IT service workers remain 
employed by shielding them from global competition? New Jersey recently wrestled 
with a similar question when its Department of Human Services (Division of Family 
Development) off-shored a basic call center used to support a welfare program. In the 
wake of controversy, the state returned the nine jobs to New Jersey, albeit at 20 percent 
higher cost (thereby reducing the amount of funds available for the welfare recipients foi 
whom the call center is needed). How will we answer the question when seeking to 
maximize resources for medical care for the elderly, education for our children or 
homeland defense? 

4. Equipping people and building systems able to cope with change . If accelerating change 
is the one constant in the 21 st Century, then we will need systems that can rapidly adapt 
and people who can constantly learn and improve their skills. The IT worker challenge 
offers the quintessential example. In the late 1990s there was much talk of IT worker 
“shortages,” and many companies complained of difficulty in filling jobs even as many 
IT workers applied often but could not find work. In fact, the aggregate number of self- 
classified IT workers was probably equal to the number of corporate-classified IT jobs 
available - hence the extreme and understandable frustration among existing IT workers 
But what did not always match up were current skill sets. Mainframe programmers wers 
not network administrators, Cobol is not C++, and someone ready to hit the ground 
running in Y2K remediation is not necessarily ready to tackle wireless security issues. 
As our report released this week explains, because employers demand immediate 
expertise in whatever skill is “hot,” and today’s hot skill may not be in demand 
tomorrow, we could face a perennial skills mismatch putting great stress on our IT 
workforce and providers. How do we best equip U.S. workers with the tools, opportunity 
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and resources to constantly update their skills and the ability to compete in a just-in-tim 
world? 

tUSH ADMIN INNOVATION & JOBS AGENDA 

'o keep pace with change in such a dynamic environment, and to maintain American leadershij 
ompetitiveness and job growth, the Administration is pursuing a high tech agenda that 
ptimizes the environment for innovation. As President Bush observed on June 12, 2002: 

We'll continue to support science and technology because innovation makes America 
stronger. Innovation helps Americans to live longer, healthier and happier lives. 
Innovation helps our economy grow, and helps people find work. Innovation strengthen: 
our national defense and our homeland security. 

Ipecifically, our policies aim to promote innovation, support entrepreneurship, improve 
ifrastructure and empower people. 

"o promote innovation, the President has proposed aggressive investments in new 
esearch and development - $123 billion for 2004, up more than 25 percent since taking 
ffice, with significant increases in critical emerging technologies such as 
anotechnology and biotech. This will help ensure an ongoing innovation pipeline and a 
/ell-trained science and technology workforce. We have also been asking Congress to 
rake the research and experimentation tax credit permanent, to reflect the importance of 
rivate investments in R&D, which are twice as large as government’s. We are trying to 
trengthen intellectual property protection - by devoting far more resources to the U.S. 

'atent & Trademark Office within the Commerce Department, overhauling its policies 
nd procedures to speed operations and improve quality, and by enforcing intellectual 
roperty rights aggressively at home and abroad. The President also launched an 
litiative to improve math and science teaching at the K-12 level, devoting $1 billion 
trough the National Science Foundation and Department of Education over five years. 

o support an entrepreneurial business climate, the President continues to offer pro-job 
jrowth, pro-tech fiscal policies. Many experts believed the 2001 tax cut moderated the 
ecession that began one month before President Bush took office. Our 2002 stimulus 
ackage extended benefits for displaced workers and accelerated depreciation schedules 
or businesses investment in capital equipment, which helped maintain new business 
avestment in IT in the wake of uncertainty exacerbated by 9/1 1 and the corporate 
orruption scandals. The President’s recently enacted jobs and growth package should 
urther stimulate job creation, investment and growth, including a tripling of allowances 
Dr small business investments. We are aggressively promoting export opportunities for 
American companies through the WTO and in multiple bilateral agreements, working to 
pen global markets for goods and services made by American workers. The President 
as proposed expanding citizens’ access to quality health care by reducing costs imposed 
y frivolous litigation and expanding prescription dmg benefits for seniors. And the 
administration has taken a leadership role in addressing concerns about investor 
onfidence after the excesses of the 1990s by aggressively prosecuting those who broke 
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the law, implementing new rules to strengthen corporate governance and increasing 
transparency for investors. 

To improve our infrastructure, the President’s technology priorities include hardening the 
Nation’s defenses, especially critical infrastructure protection and cyber security; 
implementing a national energy plan that uses innovative technologies to improve energy 
efficiency while expanding generation and transmission capacities; strongly supporting 
deployment and use of high-speed Internet (broadband) networks; and improving the 
efficiency with which we manage radio spectrum. Led by our colleagues at Commerce’s 
NTIA, we have made great strides already in spectrum, breaking a two year logjam to find 
spectrum for 3G services, supporting the elimination of spectrum caps, proposing a plan to 
expand spectrum available for unlicensed data use in the 5 GHz space (pending ratification 
at the World Radio Conference), and creating a fund to ensure that government users can 
relocate when the spectrum they are currently using is allocated for commercial use. 

Lastly, to empower people, the President made e-govemment a top management priority 
for the Administration, leveraging federal investments in IT ($59 billion proposed for 
2004) to provide more services to citizens and operate government more efficiently. Of 
greatest importance to this President may be the bipartisan efforts to improve our 
Nation’s education system, exemplified by the No Child Left Behind Act. The most 
significant education reform in a generation, effective implementation of this legislation 
will be key to sustaining American leadership and productivity in the 21 st Century by 
ensuring our children learn and know how to leam. To remain globally competitive - 
both as a tech-led economy and as the most-inclusive opportunity society - we must 
place education first, and that is what President Bush is doing. 

CONCLUSIONS AND RECOMMENDATIONS 

Notwithstanding this ambitious agenda, much work remains. Certainly we will need 
further analysis to understand the impact of global competition in white-collar service 
work on American prosperity and competitiveness, separating so-called globalization 
trends from the economic shocks of the post-bubble, post-9/1 1 , post-Enron and post-Iraq 
world. One thing we already know is that American workers and employers will face 
unprecedented global competition going forward, and we must be ready. 

We will need to develop systems that can anticipate and address rapid and complex 
changes in the marketplace. In the information technology workforce world this means 
improved learning environments and training opportunities. We will need to find ways to 
boost the productivity and effectiveness of American IT workers to overcome wage 
disparities, building a dynamic and responsive re-skilling landscape. 

Global competition accelerates creative destruction, which can be good for innovative 
and market-based economies overall, but terribly difficult for displaced communities and 
individuals. America must never compete in the battle to see who can pay their workers 
the least, and it will take sustained innovation to ensure we don’t have to. Congress and 
the Administration will need to work together on further policies that enable Americans 
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to compete and win on our own terms, and we look forward to assisting this Committee 
in the months and years ahead. 
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FEBRUARY 3, 2003 
COVER STORY 

The New Global Job Shift 

The next round of globalization is sending upscale jobs offshore. They include basic research, chip 
design, engineering— even financial analysis. Can America lose these jobs and still prosper? Who wins? 
Who loses? 

The sense of resignation inside Bank of America (BAG ) is clear from the e-mail dispatch. "The 
handwriting is on the wall," writes a veteran information-technology specialist who says he has been 
warned not to talk to the press. Three years ago, the Charlotte (N.C.)-based bank needed IT talent so 
badly it had to outbid rivals. But last fall, his entire 15-engineer team was told their jobs "wouldn't last 
through September." In the past year, BofA has slashed 3,700 of its 25,000 tech and back-office jobs. 

An additional 1,000 will go by March. 

Corporate downsizings, of course, are part of the ebb and flow of business. These layoffs, though, aren't 
just happening because demand has dried up. Ex-BofA managers and contractors say one-third of those 
job’s are headed to India, where work that costs $100 an hour in the U.S. gets done for $20. Many former 
BofA workers are returning to college to leam new software skills. Some are getting real estate licenses. 
BofA acknowledges it will outsource up to 1,100 jobs to Indian companies this year, but it insists not all 
India-bound jobs are leading to layoffs. 

Cut to India. In dazzling new technology parks rising on the dusty outskirts of the major cities, no one's 
talking about job losses. Inside Infosys Technologies Ltd.’s (INFY ) impeccably landscaped 22-hectare 
campus in Bangalore, 250 engineers develop IT applications for BofA. Elsewhere, Infosys staffers 
process home loans for Greenpoint Mortgage of Novato, Calif. Near Bangalore's airport, at the offices of 
Wipro Ltd. (WIT ), five radiologists interpret 30 CT scans a day for Massachusetts General Hospital. 

Not far away, 26-year-old engineer Dharin Shah talks excitedly about his $10,000-a-year job designing 
third-generation mobile-phone chips, as sun pours through a skylight at the Texas Instrument Inc. 

(TXN ) research center. Five years ago, an engineer like Shah would have made a beeline for Silicon 
Valley. Now, he says, "the sky is the limit here." 

About 1,600 km north, on an old flour mill site outside New Delhi, all four floors of Wipro Spectramind 
Ltd.'s sandstone-and-glass building are buzzing at midnight with 2,500 young college-educated men and 
women. They are processing claims for-a major U.S. insurance company and providing help-desk 
support for a big U.S. Internet service provider— all at a cost up to 60% lower than in the U.S. Seven 
Wipro Spectramind staff with PhDs in molecular biology sift through scientific research for Western 
pharmaceutical companies. Behind glass-framed doors, Wipro voice coaches drill staff on how to speak 
American English. U.S. customers like a familiar accent on the other end of the line. 

Cut again to Manila, Shanghai, Budapest, or San Jose, Costa Rica. These cities-and dozens more across 
the developing world— have become the new back offices for Corporate America, Japan Inc., and Europe 
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GmbH. Never heard of Balazs Zimay? He's a Budapest architect— and just might help design your future 
dream house. The name SGV & Co. probably means nothing to you. But this Manila firm's accountants 
may crunch the numbers the next time Ernst & Young International audits your company. Even 
Bulgaria, Romania, and South Africa, which have a lot of educated people but remain economic 
backwaters, are tapping the global market for services. 

It's globalization's next wave-and one of the biggest trends reshaping the global economy. The first 
wave started two decades ago with the exodus of jobs making shoes, cheap electronics, and toys to 
developing countries. After that, simple service work, like processing credit-card receipts, and mind- 
numbing digital toil, like writing software code, began fleeing high-cost countries. 

Now, all kinds of knowledge work can be done almost anywhere. "You will see an explosion of work 
going overseas," says Forrester Research Inc. analyst John C. McCarthy. He goes so far as to predict at 
least 3.3 million white-collar jobs and $136 billion in wages will shift from the U.S. to low-cost 
countries by 2015. Europe is joining the trend, too. British banks like HSBC Securities Inc. (HBC ) have 
huge back offices in China and India; French companies are using call centers in Mauritius; and German 
multinationals from Siemens (SI ) to roller-bearings maker INA-Schaeffler are hiring in Russia, the 
Baltics, and Eastern Europe. 

The driving forces are digitization, the Internet, and high-speed data networks that girdle the globe. 
These days, tasks such as drawing up detailed architectural blueprints, slicing and dicing a company’s 
financial disclosures, or designing a revolutionary microprocessor can easily be performed overseas. 
That's why Intel Inc. (INTC ) and Texas Instruments Inc. are furiously hiring Indian and Chinese 
engineers, many with graduate degrees, to design chip circuits. Dutch consumer-electronics giant Philips 
(PHG ) has shifted research and development on most televisions, cell phones, and audio products to 
Shanghai. In a recent PowerPoint presentation, Microsoft Corp. (MSFT ) Senior Vice-President Brian 
Valentine--the No. 2 exec in the company's Windows unit— urged managers to "pick something to move 
offshore today." In India, said the briefing, you can get "quality work at 50% to 60% of the cost. That’s 
two heads for the price of one." 

Even Wall Street jobs paying $80,000 and up are getting easier to transfer. Brokerages like Lehman 
Brothers Inc. (LEH ) and Bear, Steams & Co. (BSC ), for example, are starting to use Indian financial 
analysts for number-crunching work. "A basic business tenet is that things go to the areas where there is 
the best cost of production," says Arm Livermore, head of services at Hewlett-Packard Co. (HPQ ), 
which has 3,300 software engineers in India. "Now you’re going to see the same trends in services that 
happened in manufacturing." 

The rise of a globally integrated knowledge economy is a blessing for developing nations. What it 
means for the U.S. skilled labor force is less clear. At the least, many white-collar workers may be 
headed for a tough readjustment. The unprecedented hiring binge in Asia, Eastern Europe, and Latin 
America comes at a time when companies from Wall Street to Silicon Valley are downsizing at home. In 
Silicon Valley, employment in the IT sector is down by 20% since early 2001, according to the 
nonprofit group Joint Venture Silicon Valley. 

Should the West panic? It's too early to tell. Obviously, the bursting of the tech bubble and Wall Street's 
woes are chiefly behind the layoffs. Also, any impact of offshore hiring is hard to measure, since so far a 
tiny portion of U.S. white-collar work has jumped overseas. For security and practical reasons, 
corporations are likely to keep crucial R&D and the bulk of back-office operations close to home. Many 
jobs can’t go anywhere because they require face-to-face contact with customers. Americans will 
continue to deliver medical care, negotiate deals, audit local companies, and wage legal battles. 
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Talented, innovative people will adjust as they always have. 

Indeed, a case can be made that the U.S. will see a net gain from this shift— as with previous 
globalization waves. In the 1990s, Corporate America had to import hundreds of thousands of 
immigrants to ease engineering shortages. Now, by sending routine service and engineering tasks to 
nations with a surplus of educated workers, the U.S. labor force and capital can be redeployed to higher- 
value industries and cutting-edge R&D. "Silicon Valley doesn't need to have all the tech development in 
the world," says Doug Henton, president of Collaborative Economics in Mountview, Calif. "We need 
very-good-paying jobs. Any R&D that is routine can probably go." Silicon Valley types already talk 
about the next wave of U.S. innovation coming from the fusion of software, nanotech, and life sciences. 

Globalization should also keep services prices in check, just as it did with clothes, appliances, and home 
tools when manufacturing went offshore. Companies will be able to keep shaving overhead costs and 
improving efficiency. "Our comparative advantage may shift to other fields," says City University of 
New York economist Robert E. Lipsey, a trade specialist. "And if productivity is high, then the U.S. will 
maintain a high standard of living." By spurring economic development in nations such as India, 
meanwhile, U.S. companies will have bigger foreign markets for their goods and services. 

For companies adept at managing a global workforce, the benefits can be huge. Sure, entrusting 
administration and R&D to far-flung foreigners sounds risky. But Corporate America already has 
become comfortable hiring outside companies to handle everything from product design and tech 
support to employee benefits. Letting such work cross national boundaries isn’t a radical leap. Now, 
American Express (AXP ), Dell Computer (DELL ), Eastman Kodak (EK ), and other companies can 
offer round-the-clock customer care while keeping costs in check. What’s more, immigrant Asian 
engineers in the U.S. labs of TI, IBM (IBM ), and Intel for decades have played a big, hidden role in 
American tech breakthroughs. The difference now is that Indian and Chinese engineers are managing 
R&D teams in their home countries. General Electric Co. (GE ), for example, employs some 6,000 
scientists and engineers in 10 foreign countries. GE Medical Services integrates magnet, flat-panel, and 
diagnostic imaging technologies from labs in China, Israel, Hungary, France, and India in everything 
from its new X-ray devices to $1 million CT scanners. "The real advantage is that we can tap the world's 
best talent," says GE Medical Global Supply Chain Vice-President Dee Miller. 

That's the good side of the coming realignment. There are hazards as well. During previous go-global 
drives, many companies ended up repatriating manufacturing and design work because they felt they 
were losing control of core businesses or found them too hard to coordinate. In a recent Gartner Inc. 
survey of 900 big U.S. companies that outsource IT work offshore, a majority complained of difficulty 
communicating and meeting deadlines. As a result, predicts Gartner Inc. Research Director Frances 
Karamouzis, many newcomers will stumble in the first few years as they begin using offshore service 
workers. 

A thornier question: What happens if all those displaced white-collar workers can't find greener 
pastures? Sure, tech specialists, payroll administrators, and Wall Street analysts will land new jobs. But 
will they be able to make the same money as before? It’s possible that lower salaries for skilled work 
will outweigh the gains in corporate efficiency. "If foreign countries specialize in high-skilled areas 
where we have an advantage, we could be worse off," says Harvard University economist Robert Z. 
Lawrence, a prominent free-trade advocate. "I still have faith that globalization will make us better off, 
but it's no more than faith." 

If the worries prove valid, that could reshape the globalization debate. Until now, the adverse impact of 
free trade has been confined largely to blue-collar workers. But if more politically powerful middle-class 
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Americans take a hit as white-collar jobs move offshore, opposition to free trade could broaden. 

When it comes to developing nations, however, it's hard to see a downside. Especially for those 
countries loaded with college grads who speak Western languages, outsourced white-collar work will 
likely contribute to economic development even more than new factories making sneakers or mobile 
phones. By 2008 in India, IT work and other service exports will generate $57 billion in revenues, 
employ 4 million people, and account for 7% of gross domestic product, predicts a joint study by 
McKinsey & Co. and Nasscom, an Indian software association. 

What makes this trend so viable is the explosion of college graduates in low-wage nations. In the 
Philippines, a country of 75 million that chums out 380,000 college grads each year, there's an 
oversupply of accountants trained in U.S. accounting standards. India already has a staggering 520,000 
IT engineers, with starting salaries of around $5,000. U.S. schools produce only 35,000 mechanical 
engineers a year; China graduates twice as many. "There is a tremendous pool of well-trained people in 
China," says Johan A. van Splunter, Philips' Asia chief executive. 

William H. Gates III, for one, is dipping into that pool. Although Microsoft started later than many 
rivals, it is moving quickly to catch up. In November, Chairman Gates announced his company will 
invest $400 million in India over the next three years. That's on top of the $750 million it's spending 
over three years on R&D and outsourcing in China. At the company's Beijing research lab, one-third of 
the 180 programmers have PhDs from U.S. universities. The group helped develop the "digital ink" that 
makes handwriting show up on Microsoft's new tablet PCs and submitted four scientific papers on 
computer graphics at last year's prestigious Siggraph conference in San Antonio. Hyderabad, India, 
meanwhile, is key to Microsoft's push into business software. 

This is no sweatshop work. Just two years out of college, Gaurav Daga, 22, is India project manager for 
software that lets programs running on Unix-based computers interact smoothly with Windows 
applications. Daga's $1 1,000 salary is a princely sum in a nation with a per capita annual income of 
$500, where a two-bedroom flat goes for $125 a month. Microsoft is adding 10 Indians a month to its 
150-engineer center and indirectly employs hundreds more at IT contractors. "It's definitely a cultural 
change to use foreign workers," says Sivaramakichenane Somasegar, Microsoft's vice-president for 
Windows engineering. "But if I can save a dollar, hallelujah." 

Corporations are letting foreign operations handle internal finances as well. Procter & Gamble Co.'s 
(PQ ) 650 Manila employees, most of whom have business and finance degrees, help prepare P&G's tax 
returns around the world. "All the processing can be done here, with just final submission done to local 
tax authorities" in the U.S. and other countries, says Arun Khanna, P&G’s Manila-based Asia accounting 
director. 

Virtually every sector of the financial industry is undergoing a similar revolution. Processing insurance 
claims, selling stocks, and analyzing companies can all be done in Asia for one-third to half of the cost 
in the U.S. or Europe. Wall Street investment banks and brokerages, under mounting pressure to offer 
independent research to investors, are buying equity analysis, industry reports, and summaries of 
financial disclosures from outfits such as Smart Analyst Inc. and OfficeTiger that employ financial 
analysts in India. By mining databases over the Web, offshore staff can scrutinize an individual’s credit 
history, access corporate public financial disclosures, and troll oceans of economic statistics. 

"Everybody these days is drawing on the same electronic reservoir of data," says Ravi Aron, who 
teaches management at the Wharton School at the University of Pennsylvania. 

Architectural work is going global, too. Fluor Corp. (F LR ) of Aliso Viejo, Calif, employs 1,200 
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engineers and draftsmen in the Philippines, Poland, and India to turn layouts of giant industrial facilities 
into detailed specs and blueprints. For a multibillion-dollar petrochemical plant Fluor is designing in 
Saudi Arabia, a job requiring 50,000 separate construction plans, 200 young Filipino engineers earning 
less than $3,000 a year collaborate in real time with elite U.S. and British engineers making up to 
$90,000 via Web portals. The principal Filipino engineer on plumbing design, 35-year-old Art Aycardo, 
pulls down $1,100 a month-enough to buy a Mitsubishi Lancer, send his three children to private 
school, and take his wife on a recent U.S. trip. Fluor CEO Alan Boeckmann makes no apologies. At a 
recent meeting in Houston, employees asked point-blank why he is sending high-paying jobs to Manila. 
His response: The Manila operation knocks up to 15% off Fluor's project prices. "We have developed 
this into a core competitive advantage," Boeckmann says. 

It’s not just a game for big players: San Francisco architect David N. Marlatt farms out work on 
Southern California homes selling for $300,000 to $1 million. He fires off two-dimensional layouts to 
architect Zimay's PC in Budapest. Two days later, Marlatt gets back blueprints and 3-D computer 
models that he delivers to the contractor. Zimay charges $18 an hour, vs. the up to $65 Marlatt would 
pay in America. "In the U.S., it is hard to find people to do this modeling," Zimay says. "But in 
Hungary, there are too many architects." 

So far, white-collar globalization probably hasn’t made a measurable dent in U.S. salaries. Still, it would 
be a mistake to dismiss the trend. Consider America's 10 million-strong IT workforce. In 2000, senior 
software engineers were offered up to $130,000 a year, says Matt Milano, New York sales manager for 
placement firm Atlantis Partners. The same job now pays up to $100,000. Entry-level computer help- 
desk staffers would fetch about $55,000 then. Now they get as little as $35,000. "Several times a day, 
clients tell me they are sending this work off shore," says Milano. Companies that used to pay such IT 
service providers as IBM, Accenture (ACN ), and Electronic Data Services (EDS ) $200 a hour now pay 
as little as $70, says Vinnie Mirchandani, CEO of IT outsourcing consultant Jetstream Group. One 
reason, besides the tech crash itself, is that Indian providers like Wipro, Infosys, and Tata charge as little 
as $20. That's why Accenture and EDS, which had few staff in India three years ago, will have a few 
thousand each by next year. 

Outsourcing experts say the big job migration has just begun. "This trend is just starting to crystallize 
now because every chief information officer’s top agenda item is to cut budget," says Gartner's 
Karamouzis. Globalization trailblazers, such as GE, AmEx, and Citibank (C ), have spent a decade 
going through the learning curve and now are ramping up fast. More cautious companies-insurers, 
utilities, and the like-are entering the fray. Karamouzis expects 40% of America's top 1,000 companies 
will at least have an overseas pilot project under way within two years. The really big offshore push 
won’t be until 2010 or so, she predicts, when global white-collar sourcing practices are standardized. 

If big layoffs result at home, corporations and Washington may have to brace for a backlash. Already, 
New Jersey legislators are pushing a bill that would block the state from outsourcing public jobs 
overseas. At Boeing Co. (BA ), an anxious union is trying to ward off more job shifts to the aircraft 
maker’s new 350-person R&D center in Moscow (page 42). 

The truth is, the rise of the global knowledge industry is so recent that most economists haven't begun to 
fathom the implications. For developing nations, the big beneficiaries will be those offering the 
speediest and cheapest telecom links, investor-friendly policies, and ample college grads. In the West, 
it's far less clear who will be the big winners and losers. But we’ll soon find out. 

By Pete Engardio, Aaron Bernstein, and Manjeet Kripalani 

With Frederik Balfour in Manila, Brian Grow in Atlanta, and Jay Greene in Seattle 
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Online Extra: Perilous Currents in the Offshore Shift 

Companies now desperate to cut costs by sending skilled, high-paying jobs overseas often don’t 
understand what they're really doing 

Each day, Gartner Inc. Research Director Frances Karamouzis says she speaks with several giant U.S. 
companies interested in shifting information-technology and back-office jobs abroad. From this 
feedback, Karamouzis is convinced that the trickle of skilled work migrating offshore is about to turn 
into a torrent. 

Until recently, says the outsourcing specialist, only a handful of globalization trailblazers like General 
Electric (GE ) and Citibank (C ) employed more than a few hundred people in India, the Philippines, and 
other low-wage nations to handle key IT support and administrative duties such as payrolls and accounts 
receivables. "Now what's happening is that the pragmatists, the mainstream companies, are starting to 
join this market in all kinds of industries," Karamouzis says. "We're talking about financial services 
companies, high-tech manufacturers, media conglomerates, health-care organizations — they’re all 
exploring this." 

The reason for the surging interest seems clear: "Now that we're in a down economy, the top agenda 
item of every chief information officer is to cut budget," says Karamouzis. Within three years, she 
predicts, 30% of large U.S. companies will outsource IT services and manage certain business processes 
through offshore vendors. In jobs that are highly transportable, such as IT support, up to 20% of U.S. 
positions could head overseas. And the types that are considered transferable are getting more important, 
ones that pay $80,000 and more. "The interesting question is how far up the food chain this will go." 

broader implications. All of this is great for business at IT market-research firms like Gartner, which 
is supplying big clients with gobs of info on everything from data-transmission rates in Manila to the 
going salary for an Indian software engineer with a master's degree and three years of experience. But 
Gartner also is assembling a research team that’s looking at the broader implications of this next wave of 
globalization. What are companies really gaining and losing by firing white-collar workers at home and 
becoming more dependent on far-flung foreign operations? And what does this mean to America's 
white-collar workforce? 

Gartner's early conclusion: Many companies simply haven’t thought these questions through. CEOs are 
rushing to shift jobs now in their desperation to slash costs and boost the bottom line, but with little 
understanding of whether or not they're enhancing or endangering core operations. As a result, many 
companies that will join the bandwagon are likely to stumble. And if it's perceived that companies are 
exporting good jobs simply to save a buck, Corporate America may be setting itself up for a nasty 
backlash as the pink slips mount. 
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"We anticipate that you’ll see a disproportionate number of layoffs this year and next in info tech. The 
impact will be very severe," says Diane Morelia, a Gartner research director focusing on workforce 
issues. "And there's very little discussion about what this means for the U.S. and Western Europe four or 
five years from now." 

engineers needed. How are companies deciding which jobs to keep and which can go? Clearly, 
salaries are the big factor. In some job categories, the gap between what a certain skilled job pays in the 
U.S. vs. in a developing nation like India is 5 or 10 to 1. Another factor, of course, is that certain skills 
are still in acutely short supply in the U.S. 

Take mechanical engineering. U.S. colleges graduate only about 35,000 of them annually — about half 
of what Corporate America will need in the coming years. "We have always had a higher demand for 
engineers than can be supplied in the U.S.," says Daniel Miklovick, Gartner's research director for 
manufacturing. "The big shortage is just beginning to materialize." 

While Corporate America has been able to fill that gap by arranging HI -B work visas for foreign 
engineers, getting such visas is now harder because of the U.S. economic slowdown and tighter 
immigration rules in the wake of September 1 1. As a result, more U.S. manufacturers are hiring 
mechanical engineers in countries like China, which has an oversupply. 

does it add value? Similarly, big shortages of software programmers in the 1990s, especially during 
the height of the Y2K panic, gave low-cost Indian IT service providers the chance they needed to show 
companies they could do the same quality of work as IBM (IBM ), Electronic Data Systems (EDS ), and 
Accenture (ACN ) at a fraction of the cost. 


But these days, pay and skills aren't the only considerations as U.S. businesses cut ever deeper into the 
ranks of salaried professionals. The most fundamental factor in deciding whether to shift a job offshore 
is whether that position adds a lot of value to a company. "Jobs that require an understanding of a 
company's requirements and an ability to translate that understanding into an IT operation, won't go 
away. This is a unique skill set," says Karamouzis. 

Once a job can be defined and codified so that outsiders can do it, however, it becomes lower-value and 
"can get commoditized more easily," she says. Karamouzis cites one Gartner client that recently laid off 
500 IT staffers, mostly software coders and programmers, and is shifting the work to India. "But this 
company will keep all of the senior, higher-priced IT architects who can develop solutions really, really 
well." 

threatening signals. The big problem is that not all corporations are adept at figuring out which jobs 
really should stay close to home and which are dispensable, Gartner analysts say. Even fewer are very 
good at managing networks of support staff, R&D teams, and other white-collar workers that are 
dispersed around the globe. Nor do they know how to manage such a shift without sending threatening 
signals to white-collar staff that they really want to keep. 

Karamouzis notes that GE, which has 10,000 staffers in India alone and is in the process of doubling 
that, has spent many years gradually building up its overseas operations. "They did this at a slow pace, 
and they didn't displace many workers in the U.S.," she says. "So they didn't experience as much of a 
work backlash as you would think." 

The next few years are likely to be much more contentious, with some companies hiring thousands of 
staff in India, the Philippines, China, and other countries while simultaneously downsizing ruthlessly at 
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home. Indeed, the global job shift could become so problematic for many companies that some kind of 
pullback is likely. "I think we are at the start of a very deep and difficult learning curve," says 
Karamouzis. 


She explains that historically, with any new business trend, "you can expect that after five or seven 
years, the pendulum will shift back. Companies will discover they they have suffered a loss of 
knowledge and will retrench." But eventually, companies will likely get through that learning curve and 
figure out how to manage a global workforce efficiently. Then the offshore job shift could really kick 
into full swing. 


By Pete Engardio in New York 

Copyright 2000-2003. by The McGraw-Hill Companies Inc. AH rights reserved. 
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1. Introductory Remarks 

Let me begin by thanking Chairman Manzulio and other distinguished Members of the House 
Committee on Small Business for inviting IEEE-USA to testify on the subject of the global 
outsourcing of white-collar jobs - an increasingly controversial issue with serious implications 
for individual Americans and the future economic and technological competitiveness of the 
United States. 

My name is Ron Him and I am a Post Doctoral Fellow at Columbia University’s Center for 
Science, Policy and Outcomes in Washington, D.C. I am testifying here on behalf of the more 
than 235,000 U.S. members of the Institute of Electrical and Electronics Engineers. I chair 
IEEE-USA’s Research and Development Policy Committee and am an active member of its 
Career and Workforce Policy Committee. 

The Institute of Electrical and Electronics Engineers is a transnational technical and professional 
society made up of more than 382,000 individual members in 1 50 countries. The IEEE’s primary 
purposes are to advance the theory and practice of electrical, electronics, computer and software 
engineering; improve the careers of our members and increase their ability to innovate and create 
wealth for the benefit of the societies in which they live and work. IEEE-USA was established in 
1973 - in the midst of an earlier economic downturn - to promote the professional careers and 
technology policy interests of IEEE’s U.S. members. 

Nearly 70% of IEEE-USA’s members work for private businesses, primarily in the aerospace 
and defense, bio-medical technology, computers and communications, electrical and electronics 
equipment manufacturing and electric power industries. Approximately 1/3 of our industry 
members work for firms with 500 or fewer employees. Ten percent of our members work for 
Federal, state and local governments. Another ten percent teach at American schools of 
engineering or work at non-profit research organizations. Most of the rest are self-employed and 
work as consultants to businesses and government. 

2. Global Outsourcing - Recent Trends and Future Projections 

Pete Engardio and his colleagues at Business Week have assembled a comprehensive and very 
compelling description of the global outsourcing phenomenon. The graphics, statistical tables 
and sidebars in their February 3, 2003 article entitled “Is Your Job Next” explain related trends 
and their implications for white collar workers, including U.S. engineers and scientists, in 
startling detail. 

The article provides an alarming picture of the kinds and numbers of white-collar jobs that major 
American companies are shifting to overseas locations, mostly in developing economies in the 
Far East, Latin America and Eastern Europe. The article also makes it very clear that the most 
important economic and strategic driver behind global outsourcing is the ready availability of 
substantial numbers of skilled professionals in other countries who are willing and able to work 
for much less than their counterparts in the United States. 
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The following tables describe global outsourcing of white collar jobs in more detail. To illustrate 
the trend , the first table identifies several major U.S. based employers who are currently 
outsourcing important scientific and engineering work to lower cost, offshore locations. 


Table 1 - Major U.S. Exporters of Science and Engineering Jobs 


Company 
Accenture 
General Electric 
Intel 

Microsoft 

Oracle 

Phillips 


Numbers of Workers and Country 

5.000 to the Philippines by 2004 

20.000 to India and China in 2003 

3.000 to India by 2006 

500 to India and China in 2003 

4.000 in India 
700 in China 


Types of Work 
Accounting and software 
Aircraft and Medical R&D 
Chip design, tech support 
Software design, IT support 
Software design and support 
Consumer electronics R&D 


Source: Business Week 


The second table compares recent increases in the numbers of natural science and engineering 
degrees awarded in countries to which white-collar jobs are being outsourced with similar 
statistics for the United States. 


Table 2 - Science and Engineering Degree Production in Selected Countries 


Country 

BA and BS Degrees 

MA, MS and PhD Degrees 


1989 

1999 

1989 

1999 

China 

127,000 

322,000 

19,000 

41,000 

India 

165,000 

251,000 

64,000 

63,000 

Philippines 

40,000 

66,000 

255 

937 

Mexico 

32,000 

57,000 

340 

63,000 

United States 

196,000 

220,000 

61,000 

77,000 


Source: National Science Foundation 


The third table describes the cost of engineering talent in the United States and four other 
countries based on the concept of purchasing power parity. 


Table 3 - Annual Salary Requirements for an Engineer in Selected Countries 


Country Purchasing Power Parity 

United States 1 .0 

Hungary 0.367 

China 0.216 

Russia 0.206 

India 0.194 


Annual Salary 

$70,000 

$25,690 

$15,120 

$14,420 

$13,580 


Source - Ron Hira, Columbia University 
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The fourth table includes estimates of the numbers and kinds of white-collar jobs likely to be 
outsourced in the years immediately ahead. 

Table 4 - Projected Numbers of US Jobs to be Moved Offshore* 


Profession 

Bv 2005 

Bv 2010 

Bv2015 

Architecture 

32,000 

83,000 

184,000 

Business Operations 

61,000 

162,000 

348,000 

Computer Science 

109,000 

277,000 

473,000 

Law 

14,000 

35,000 

75,000 

Life Sciences 

3,700 

14,000 

37,000 

Management 

37,000 

118,000 

288,000 


* To low wage countries such as China, India, Mexico and the Philippines 
Source - Forrester Research Inc. 


3. Global Outsourcing of Jobs Exacerbates U.S. Engineering Unemployment 

Unemployment among America’s engineers has spiked shaiply upward from 2.0% in 2001 to 
4.2% in 2002 to more than 6.0% in the first quarter of 2003. 

The unemployment problem is even worse for all electrical, electronics, computer and software 
engineers. According to the Bureau of Labor Statistics at the U.S. Department of Labor, 
unemployment among electrical and electronics engineers reached 7.0% in the first quarter of 
2003. 6.5% of all computer hardware engineers and 7.5% of computer software engineers were 
also unemployed during the same period. These are unprecedented levels for each occupation. 

IEEE-USA is concerned that these increases in engineering unemployment may not be a short 
term, cyclical phenomenon that will correct itself when the economy begins its long anticipated 
upturn. Instead, current engineering unemployment is the result of much more fundamental 
structural changes in the U.S. economy that could have very serious, long-term affects - not only 
on the future viability of engineering as a high- wage/high value added career - but on the 
nation’s economic and technological competitiveness and the continuing ability of small 
businesses to be a major driver of innovation and job creation in the United States. 

The current economic and employment problems we face are complex and interrelated. 

There are no easy answers or silver bullets in terms of public policy recommendations. But we 
do think that the continuing movement of manufacturing facilities and blue-collar jobs, and the 
growing willingness of major employers to move essential service functions and white collar 
jobs of all kinds to lower cost, offshore locations is a major contributing factor to our current 
unemployment crisis. 
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4. Global Outsourcing Has Economic, Technological and Security Implications 

Traditionally, the United States has been a leader in technological innovation - a major 
contributor to improvements in productivity, economic growth and personal well-being that took 
place during the 1990’s. Engineers and scientists at colleges and universities, at businesses of all 
sizes and at public and private research organizations have long been prime movers in the 
conversion of scientific discoveries into useful products and services and in technological 
innovation. A nation’s ability to innovate is at the core of its economic and technological 
strength. Location matters when it comes to the innovation process because it generates 
enormous local spillover benefits and feeds on itself. An obvious example is Silicon Valley. 

Global outsourcing of high wage/high value added engineering jobs threatens this leadership on 
a number of fronts. 

> The movement of more and more manufacturing and related service functions to offshore 
locations means that many technological improvements in manufacturing processes that 
are discovered and perfected as goods are produced will be developed in other countries. 

> The outsourcing of information technology applications development and delivery 
outside of the United States will reduce opportunities for continuing domestic 
innovations in software, data communications and data security applications. 

> The downward pressure on job opportunities, wages and working conditions that will 
occur as more and more scientific and engineering jobs are shifted to lower cost offshore 
locations is likely to reduce the willingness of America’s best and brightest young people 
to pursue careers in science and engineering. 

> Personal economic and national security will be subject to increasing risk as 
responsibility for more and more private, proprietary and mission critical military and 
national security data is transferred to other countries. 


5. Global Outsourcing Has Costs As Well As Benefits 

Global outsourcing is often justified as absolutely critical to the preservation and enhancement of 
corporate viability and the quality of life in the United States in an increasingly competitive, 
technology-driven global economy. While there are benefits to global outsourcing, proponents 
often fail to address the related costs. There are serious, long-term consequences for many 
Americans, their communities and the nation as a whole. Such adverse consequences may 
include: 

> Loss of employment and income for more and more American professional workers if 
outsourcing continues to exert downward pressure on job opportunities, wages and other 
forms of compensation. 
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> Loss of payroll and income taxes at the national, state and local levels at a time when 
demands on pay as you go social insurance programs, such as Social Security and 
Medicare, and the need for improvements in our communications, educational, health 
care and transportation infrastructures are beginning to accelerate. 

> Loss of employer contributions to government sponsored unemployment insurance and 
workmen’s compensation programs that will be needed to help sustain the increasing 
numbers of displaced workers whose jobs have been moved offshore. 

> Loss of national economic and technological competitiveness and increasing dependence 
on foreign sources of supply for consumer products, military hardware and defense 
systems as well as the technical talent needed to design, produce and maintain them. 

> Further imbalances in international trade and the US balance of payments as America is 
forced to buy more products and outsourced services than its sells to its major trading 
partners. 

6. Public Policy Alternatives 

As I said at the outset of my testimony, the causes of current economic and related employment 
problems are complex and appropriate policy options for addressing them will require some 
creativity. We do know that offshore outsourcing is accelerating and policymakers can mitigate 
some of its negative impacts. 

Before we can deal effectively with complex economic problems, we must first learn more about 
their causes and effects. Reliable statistical information about the current magnitude of global 
outsourcing and its effects on national and international labor markets is sorely lacking. One 
policy recommendation, therefore, is to pool the resources of interested parties - educators, 
employers, government agencies, labor unions and professional societies - to identify the kinds 
and possible sources of statistical information needed to “get our arms around” the global 
outsourcing phenomenon. 

The current non-immigrant system that brings in temporary foreign workers with H-1B 
(specialty occupations) and L-l (intra-company transfers) visas has accelerated movement of 
work offshore as temporary workers in management positions outsource work to overseas 
colleagues, and as temporary workers who have returned home use their knowledge and 
connections in the U.S. market to competitively bid for outsourced work. A policy shift away 
from reliance on guest workers and towards permanent immigration would help minimize this 
problem. 


6 
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Increasing reliance on high tech temporary workers has had other negative impacts apart from 
increased unemployment. Charges of abuse and exploitation of temporary workers are on the 
rise. Similarly, there are frequent reports of displaced American engineers and IT workers being 
forced to train their L-l visa replacements as a condition of their severance package. The H-1B 
and L-l visa programs should be reformed to limit these abuses and bring the programs back in 
line with Congress’ original intent. Much engineering and information technology work needs to 
be done onsite in the U.S., and American workers should have preference over foreign guest 
workers. 

Additionally, Congress should monitor current World Trade Organization (WTO) General 
Agreement on Trade in Services’ (GATS) mode 4, movement of natural persons, negotiations. 
Many countries have pushed the U.S. to make it even easier to misuse the H-1B and L-l visas. 

Another possible policy option is to identify appropriate tax and other financial incentives 
needed to encourage employers to create and retain more high wage/high value added 
manufacturing and service sector jobs by establishing and maintaining more high end research, 
design, development and manufacturing facilities in the United States. 

Current offshore outsourcing has affected U.S. workers more than larger U.S. companies, so 
another appropriate policy response is to provide assistance to employed, underemployed and 
dislocated workers in the form of tax incentives to help pay for lifelong learning (continuing 
education and training), including tax credits for employers that offer training or retraining in 
high demand technical, management and marketing skills; tax-favored savings accounts to help 
pay for job and career-related education and training expenses incurred by individual taxpayers; 
and possibly even relocation accounts to help workers move from low growth to high growth 
labor markets. 

And finally, related to national security considerations, Congress may wish to increase 
enforcement of “deemed export laws” to reduce the likelihood that mission critical and other 
sensitive technologies will be transferred overseas through global outsourcing of scientific and 
engineering jobs. 


7 
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STATEMENT OF JOHN CHALLENGER 


Donald A. Manzullo 
Chairman 

Committee on Small Business 


Dear Congressman Manzullo, 

In regard to the issue of permanent job loss in a global economy: 

It would be arrogant and thickheaded to think that only unskilled and semi-skilled jobs 
can or will be done overseas. The United States is certainly not the only natural 
sanctuary for the most skilled. Our education system is not number one in the world. 
Certainly, the U.S. must actively strive to improve our education system, a critical factor 
in the long term economic health of our country. 

To try and stop the globalization of the workforce is futile. It is a natural force. 

As certain kinds of jobs dry up here, there is no reason to think that our 
talented workforce will not redeploy their skills in new directions and 
endeavors. In fact, the entrepreneurial spirit and the minimal structural 

barriers for business startups in the United States is the envy of the world. Look at the 
change as opportunity. The movement to a global economy and workforce will be filled 
with disruptions and hardships. The globalization of manufacturing has stranded many 
people in their 40s and 50s. Some go back to school for retraining, others work in poorer 
paying jobs, and some have left the workforce and are on disability or in prison. We must 
look for ways to help them. Their children look to newer jobs and careers, and their 
parents must insist they get more education to accomplish those goals. 

We must restructure our education system to reflect the fact that lifelong education and 
learning is crucial to our economic growth. Programs that encourage companies and 
government entities to offer skills training and tuition reimbursement to adults throughout 
their lives are crucial. 

When looking for lessons about how the U.S. and other first world countries must 
manage the transition to a global economy, look to West Germany’s swallowing of East 
Germany. 

Technology is paving the way for, and making inevitable, the globalization of skilled 
jobs. The decline in cost of technology, the growth in computing power (Moore’s law), 
the long-term expansion of airport and aerospace infrastructure, and the 24/7 
workweek.. .these factors and many more are laying the foundation for the global 
village/economy. 

Millions of jobs will never be moved en masse overseas because they require proximity 
and are essentially “in-person work.” Some examples include store personnel, nurses and 
doctors, teachers, musicians, golf professionals, construction workers, counselors, social 
service professionals, pilots, cooks, executives, librarians, moviemakers, soldiers. 
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security workers, entrepreneurs, etc. The job loss scare parallels what we saw in the late 
90s when many thought that every job, business, and worker would become virtual. We 
see how discredited those ideas are now. The fear that all jobs are going to disappear, 
whether it revolves around overseas workers stealing the jobs or technology consuming 
them, is bubble mentality. 

Entrepreneurs and small businesses create most of the jobs in this country. It is the big 
companies who can achieve the global reach to move and outsource major segments of 
their operations overseas. Skilled and unskilled workers are equally migratory. As jobs 
shift around the U.S. and the world, so will people. 

Many more jobs today are “just-in-time.” When a company’s revenues fall, 
it is much quicker to let people go. When it expands, the company hires 
more workers. We saw almost two and a half million jobs created each year 
in the 1990s during the long boom. Since February 2001 (two and a quarter 
years), with the economy in recession, there have been 2.5 million jobs lost. As the 
economy expands and contracts, so do jobs. 

John A. Challenger 
CEO 

Challenger, Gray & Christmas, Inc. 

The Original Outplacement Company 
150 South Wacker Drive 
Chicago, Illinois 60606 
312-332-5790 

johnchallenqerachallenqerqray . com 
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COFPAES 

Council 

On 

Federal 

Procurement of 
Architectural & 
Engineering 
Services 


American Congress on 
Surveying and Mapping 
C Montgomery Village Avenue 
Suite 403 

Gaithersburg, MI) 20879 
240/632-9716 Fax 240/632-1321 


American Institute of Architects 

1735 New York Avenue, NW 
Washington, DC 20006 
202/626-7405 Fax 202/626-7365 


American Society of 
Civil Engineers 

1015 Fifteenth Street, NW, Suite GOO 
Washington, DC 20005 
202/789-2200 Fax 202/2896797 


National Society of Professional 
Engineers 
1420 King Street 
Alexandria, VA 22314 
70.3684-2862 Fax 703836-4875 


Management Association for 
Private Pbotogrammetric 
Surveyors 

1760 Reston Parkway, Suite 515 
Reston, VA 20190 
703/787-6996 Fax 703/787-7550 


Testimony of John M. Palatiello 
Administrator 

Council on Federal Procurement of Architectural & Engineer Services (COFPAES) 
Before the 

House Committee on Small Business 
Hearing on Sending White-Collar Jobs Offshore 
June 18, 2003 

Mr. Chairman, members of the Committee, 1 am John Palatiello, Administrator of 
the Council on Federal Procurement of Architectural & Engineer Services 
(COFPAES), a coalition of the Nation’s leading trade associations and professional 
societies in the architecture, engineering, surveying and mapping field. Our 
members are the American Congress on Surveying and Mapping (ACSM), American 
Institute of Architects (AIA), American Society of Civil Engineers (ASCE), National 
Society of Professional Engineers (NSPE) and the Management Association for 
Private Photogrammetric Surveyors (MAPPS). Our coalition represents more than 
500,000 practicing architects, engineers, surveyors and mapping professionals. 

COFPAES was formed in 1966 to speak for the design professional community with 
a unified voice on Federal procurement issues. Paramount to the council is the 
qualifications based selection (QBS) process for government procurement of 
architect-engineer (A-E) services, which is codified in 40 USC 541 and part 36 of the 
Federal Acquisition Regulation. This process has also been enacted in more than 35 
states and is endorsed in the American Bar Association Model Procurement Code for 
State and Local Government. 

For some time, the architecture, engineering, surveying and mapping (A/E) 
community has been concerned about the practice of sending production work 
offshore. U.S. firms send drafting, data conversion, scanning, digitizing, and other 
work related to design and mapping to subcontractors outside the United States. 

Before September 11, there was discussion in the A/E community about the practice 
of sending certain work offshore for subcontractor performance. That discussion 
focused on whether this was a good business practice and whether this was an ethical 
activity. 

Like many other aspects of American life, things changed on September 1 1, 2001. In 
his State of the Union address in January, 2002, President Bush said, "Our 
discoveries in Afghanistan confirmed our worst fears ... We have found diagrams of 
American nuclear power plants and public water facilities, detailed instructions for 
making chemical weapons, surveillance maps of American cities, and thorough 
descriptions of landmarks in America and throughout the world. What we have 
found in Afghanistan confirms that, far from ending there, our war against terror is 
only beginning. " 


1760 Reston Parkway, Suite 515, Reston, VA 20190 
Phone: 703/787-4748; Fax: 703/787-7550; Email: cofpaes@aol.com; Web: www.cofpaes.org 
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Access to A/E drawings, mapping data and other work products of the design community can be 
used for nefarious and destructive purposes if in the wrong hands. Since the September 11 
attacks, there has been increased concern about this issue. 

For example, after September 11, GSA announced its new policy regarding access to A/E 
drawing of Federal buildings. GSA, along with the American Institute of Architects (AIA) and 
the National Society of Professional Engineers (NSPE) issued a joint statement on dealing with 
unusual requests for building plans. 

A number of Federal agencies revised public web sites and removed maps, drawings and other 
data about our critical infrastructure. For example, the U.S. Department of Transportation’s web 
site on the National Pipeline Mapping System, which provided location data on interstate gas and 
petroleum transmission lines, was shut down. 

While these may have been prudent and necessary steps, they could in some respects be 
tantamount to shutting the barn door after the horse has escaped. 

There are instances in which U.S. firms send conversion work, mapping and other geographic 
and design information work offshore, to India, Pakistan, China, the Philippines, and other 
countries with lower labor costs. This practice raises issues regarding access to data about the 
location of power plants, buildings, pipelines, water supply systems, underground utilities and 
other critical infrastructure by individuals in foreign countries who have not been through any 
degree of security clearance and where control of access to data simply does not exist. 

While the Federal “Buy America Act” (40 USC 10a) generally does not apply to services, for a 
Federal Government contractor to send work off-shore could be illegal and potentially dangerous. 
The only reason a firm would send work offshore would be to take advantage of lower labor 
costs. If a firm were to send Federal contract work offshore, take advantage of the lower labor 
costs, fail to pay the prevailing wage required by the contract, and pocket the difference, it could 
be in violation of contract clauses and subject the firm to fraud, personnel to criminal penalties, 
and possible Federal contracting debarment. We would urge the Committee’s investigation of 
the legality of such a practice. 

Federal A/E contracts and subcontracts are subject to the prevailing wage requirements of the 
Service Contract Act of 1965 (41 U.S.C. 351 et seq.). Many state and local governments have 
similar prevailing wage laws. Some would quickly assume that with regard to Federal contracts, 
this practice could not be taking place, due to the requirement that the prevailing wage be paid to 
prime contractors’ workers and subcontractors’ workers pursuant to the Service Contract Act of 
1965 (41 U.S.C. 351 et seq. and 29 CFR 4. 101 et. seq.) (“SCA”). 

However, upon researching this issue, it has come to our attention that there is a loophole in the 
SCA and its regulations that not only permits this practice, but indeed may provide an incentive. 
The Act and its regulations apply only to contracts performed in the United States. Thus if Firm 
A is submitting a proposal to a Federal agency and it will perform the work domestically, it is 
subject to the SCA wages. If Firm B is submitting a proposal, and it will perform the work 
through an offshore subcontractor, it is exempt from SCA. 
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This clearly undermines the intent of the law. It also disadvantages workers in firms that 
propose to perform domestically. And it puts those firms at a competitive disadvantage. 

The following is from the Department of Labor’s web site section on Frequently Asked 
Questions about the SCA: 

(http ://www. dol.gov/ esa/regs/compl iance/whd/ web/ SCAF AQ . htm) 

Does the SCA apply to all government contract work? 

No, the SCA does not apply to: 1) contracts for construction, alteration and/or repair, including 
painting and decorating of public buildings or public works; 2) work covered by the Walsh- 
Healey Public Contracts Act; 3) contracts for the carriage of freight or personnel by vessel, 
airplane, bus, truck, express, railway line, or oil or gas pipeline where published tariff rates are in 
effect; 4) contracts for the furnishing of services by radio, telephone, telegraph, or cable 
companies, subject to the Communications Act of 1934; 5) contracts for public utility services, 
including electric light and power, water, steam, and gas; 6) contracts for direct services to a 
Federal agency by an individual or individuals; 7) contracts for the operation of postal contract 
stations; and 8) services performed outside of the geographical scope . For additional exemptions, 
see Title 29, Part 4 of the Code of Federal Regulations, Section 4. 123(d). 

What geographical areas are covered under the SCA? 

The SCA applies to all work performed within the United States. For purposes of the SCA, the 
term "United States'* includes any State, the District of Columbia, Puerto Rico, the Virgin 
Islands, Outer Continental Shelf lands as defined in the Outer Continental Shelf Lands Act, 
American Samoa, Guam, Wake Island, Johnston Island, and the Commonwealth of the Northern 
Mariana Islands. The SCA does not apply to work performed in any other territory under the 
jurisdiction of the United States or any United States base or possession within a foreign country. 
Also, the SCA does not apply to work performed on ships operating in international or foreign 
waters. If a portion of the contract services is performed within the United States and a portion is 
performed outside the United States, the SCA applies to the portion performed in the United 
States. (Emphasis added) 

The specific exemption for work performed outside the United States is in 29 CFR 4. 1 12. 

The SCA only applies to work performed in the United States. On a Federal contract, to send 
work off-shore is technically not a SCA violation. Given the nature of our economy when the 
SCA was enacted, it is apparent that Congress did not anticipate offshore subcontracting. This is 
a loophole Congress did not consider, which should be closed. A number of state have laws 
regarding prevailing wages on state service contracts. At least four state legislatures, 
Connecticut, New Jersey, Maryland and Washington State have before them this year legislative 
proposals to prohibit offshore subcontracting. We respectfully urge the Committee to investigate 
this loophole in the SCA and assist in a regulatory or legislative solution. 

Professionals in architecture, engineering and surveying are licensed by the states. In most 
cases, state law or regulation requires work, defined in state law as the practice of architecture, 
engineering or surveying, to be performed under the direct supervision of the licensed 
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profession, and that the licensed professional be in “responsible charge” of such work. A 
question should be raised as to whether sending A/E work offshore meets the licensing law intent 
on direct supervision and responsible charge. 

COFPAES is also concerned about work going offshore because of the predatory nature of 
Federal Prison Industries (FPI). As the Small Business Committee knows from its hearing held 
last November, FPI is rapidly moving into the services sector of our economy. Prison industries 
are looking to enter the commercial market for services, claiming a 1930s ban on interstate 
commerce for prison made products does not apply to services. FPI is targeting for domestic 
prison labor performance those commercial services that are going offshore. FPFs own 
documents show it is "broadening its prime contractor role ... in the areas of ... digitization of 
maps for GIS applications, digitization of engineering and facilities management drawings 
(am/fm), scanning and digitizing, CALS conversions." Thus, COFPAES is concerned that the 
trend toward offshore performance of architecture, engineering and mapping activities will result 
in a double-whammy for U S, small business A/E firms - low wage competition from off-shore 
sources as well as from prison industries. 

The recent trend toward offshore subcontracting is particularly troubling to small A/E firms. 
They are not as able as large firms to set up offshore subsidiaries or to negotiate teaming 
agreements with firms outside the United States. 

Our greatest concern, is the fact that when one looks at what has happened in the manufacturing 
sector, one realizes that once an activity goes offshore, it does not come back home. We are 
concerned about the long term impact offshore subcontracting will have on the A/E profession 
and the U.S. economy. 

We generally support free trade policies. We are generally resistant to government intrusion in 
the business affairs of our profession and our members business practices. It should be noted 
that for obvious anti-trust reasons, private firms or trade associations cannot enforce ethical 
policies that in any way limit sending work offshore. While this is an area where only 
government action can affect this activity, we urge caution by Congress and regulatory agencies. 
We appreciate the Committee’s careful attention to this important matter and commend you, Mr. 
Chairman, for holding this important hearing. 
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Smart or unethical? 


A V hethcr or not engi- ; 
% jr\ i ncering finns should | 
% / % / utilize foreign labor to | 
save dients money is a : 

W w hot topic, There's no doubt ! 
that finns are already doing it. 

Some U.S. firms outsource entire piojecls to | 
overseas engineers. Other firms rely on ! 
employees from their international offices to 1 
do 'grunt' work on domestic projects. A few 
A/E finns and municipalities outsource other 1 


types of work stidt as digital mapping and con- 
tract documents. 

Of course depending ttpon their own expe- 
riences and upon die types of work being 
exported, individual engineers have different 
opinions about utilizing foreign labor. 

What engineers say 

Proponents — Advocates of the trend 
toward the 'global disjx-rsion of work' (noted 
in a recent Businessweek artide) believe that in 


BY CATHY MURPHY 

a capitalistic society, company leaders should 
be free to save their clients money any way 
they’d like. They point to the law — there is. 
after all, nothing illegal about a firm expanding 
its employee base- overseas. In fact, some say 
using foreign labor is just a siep toward a future 
where there will be a global community with- 
out boundaries or limitations. 

Oilier proponents have a more practical 
outlook. As one participant on the cenovs.com 
discussion group noted, '(here doesn’t seem to 
me to be much difference between having an 
E.I.T. in die office prepare a set of plans, whidi 


One of SO, E-sized (36-by-42-incb), hand-drafted, 18-yeaoold 
drawings of a hydroelectric substation in Loveland, Colo. 


I - ' ■£F5=H-J.-jr-u:i 

Synergy Software Systems in India digitized tfie drawing for the 
city of Loveland, Colo. The city is especially pleased with the work. 
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.in overseas engineer Jo the pl.ms, which are 
’hen signed JnJ scale J si.ilcsiJe by lire review - 
i’U engineer who subcontracted tlie work to 
the overseas guy." 

Some engineers think delegating monoto- 
nous grunt work to others will enable them to 
focus on more important tasks, hi the August 
2000 issue of ASCII News, former American 
Society of Civil Engineering President Delon 
I lampion, RE, wrote of the global economy 
and the 'low-cost, high-c[uality* design centers 
being established overseas. He wrote, *As pike 
Incomes more of a factor, both in (lie selection 
process and in the final contract amount, we 
can expect that on major projects a large jxrr- 
centage of die production engineering design 
will be done overseas. 'Hie future for U.S. engi- 
neers will be predominantly in die areas of 
conceptual design and program and construc- 
tion management.' 

Stan Scholl, RE, EASCE a self-employed 
structur.il/civil engineer in Laguna Beach, 
Calif., shared a similar view: 'I don't believe 
there is much to worry about, lijr most pro- 
jects. die majority of engineering work has to 
l>c dorre locally, l ilting die project to die local 
site, to local utilities and codes, performing 
structural observations, and coordinating die 
design with the geotechnical, mechanical, and 
electrical engineers, as well as die architect, are 
all most easily done locally. Only die grunt 
work, which most of us don't like to do much i 
of anyway, can be done in some isolated area ; 
of die world. This is similar to hiring a New ! 
York architect for a California project — a local 
professional has to be hired to do about half of 
the work, I am involved in doing diings all over 
the world {Papua New Guinea, Guatemala, 

I laid, and Kenya) and have to get locals to do 
much of the work for me.’ 

Critics — The other side of the argument is 
dial paying foreign engineers less money to do 
work traditionally reserved for U.S. fmns is 
unethical. These engineers worry that dtey will 
have lo lower dicir own rates as they compete 
with inexpensive engineers in other countries. 

Some engineers resent being asked to train 
engineers from odicr countries, only to have 
dieir own fees undercut later. 

For instance, Dennis S. Wish, P.E, a civil 
engineer in La Quinta, Calif, who specializes in 
structural engineering, was recently asked lo 
train a Mexican engineer hired by a local com- 
pany dial wished to compete in tire design of 
custom and ntulti-residcini.il homes. The U.S. 
company, which manufactures a plated roof 
uuss system and develops a shearwall system, 
planned lo train die Mexican engineer in die 


Work and reception areas of a building for which Romanian architects prepared contract 
documents (top and above). 


United States, drcit send him back home to 
oversee and coordinate work from art engi- 
neering firm near Mexico City. Wish said. The 
intent was to produce an assembly line prac- 
tice, which would match or beat die lowest- 
priced competition and would guarantee work 
in dtrec to four weeks. I ended up refusing to 
work with diem because I would, essentially, 
be cutting my own throat by naming anodic! 
engineer to do what 1 do and to allow them to 
promote (heir services to my clients. 

'Mote to my dislike was ilut the loot pan 


nets intended to pay as little as possible to die 
Mexican professionals, including die engineer 
they sponsored here, who would obtain his 
reciprocity and return to Mexico. His fee and 
(hose of his office would not be comparable to 
rates in die United Slates; however, die selling 
price of die services would compete unfairly 
with local |U Sj labor. The profits would be 
shared between the American partners, as they 
Irud no intentions ol helping die Mexican pro- 
tcssionals improve their standard of living." 

Other opponents ijucxthm how engineers 
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Consulting Engineering Corp.’s production assembly line schedule 




India time 


Tuesd^OAM 

^^roSiipfkfnissiV,’;-- 

" ~Z 

■ Pick up projects, jofcf*^- 
concepiuolizotions. and 
project instructions 


Tuesday, 3:30 AM 


Tuesday 9:00 AM 


Jobs are uploaded 
India office 


L J?M ,Q j J in?.Q6s are 


Print and plot jobs ^ 
Assign to engineers 


outside of .i geographic area can include local 
considerations and restrictions in llicir designs. 
In a discussion group on seaim.org (adminis- 
tered by the International Siructui.il Engineers 
Association), one participant summed up the 
feelings of many engineers, t le said, 'Just push- 
ing numbers around to fit a code dues not 
make you an engineer. . . . I don't expect some- 
one whose experience has been in California to 


rrped a unique way of quickly delivering their 
diems residential, precast parking garage, and 
retaining wail designs, lor example, i gave lire 
firm a problem, and the detailed design, draw- 
ings. ami calculations for an i ! -foot, two-inch 
retaining wall were faxed to me in 30 minutes. 

lire company has spent millions of dollars 
developing software that docs most of their 
work for diem. According to feff foster, direc tor 


hen we arrive in the morning, the engineering is 
complete; it is reviewed, checked and stamped by 
a licensed engineer, and delivered to our clients." 


have more than a vague theoretical under- 
standing of dealing with the water tables, 
alleged soil (A.KA 'Louisiana gumbo'), or oili- 
er issues in building in south Louisiana. ... I 
wouldn't attempt to sit down today and inde- 
pendently draw up detailed plans for India — 

I have no clue as to their fabrication/comractor 
standards and procedures.* 

Who’s doing what 

l-irins arc utilizing foreign tabor in many ; 
different ways. Some of tire innovations are ; 
described below. 

Residences, precast parking tots, and 
retaining walls — Consulting Engineers, 
Corp. (CEC), based in Keston, Va„ has dcvel- 


of sales and marketing. 'Every load, code, 
weight, and value has been calculated into 
every conceivable structure so that our engi- 
neers can do what used to take hours in sec- 
onds on a user-friendly Windows screen you 
could teach an intan engineer to operate.’ In 
total CEC has developed software to complete 
over 300 automated engineering calculations 
Most of tire software development and engi - 
i reefing calculations arc completed in Delhi 
and Pune, India. According to Foster, 'Our 
work is downloaded into zip files during the 
day and sent out in a "huge shipment' as we arc 
leaving die office. When we arrive in the morn- 
ing tire engineering is complete; it is reviewed, 
checked, and stamped by a licensed engineer. 


and delivered to out clients.' 

'11k- firm was established in 108(1 by liaj Jal- 
la, UK, CISC's president. Foster said CEC has 
been outsourcing work since the days before 
the Internet, the company used to correspond 
through fax and federal Express. 'What we 
have today is a completely mature and stable 
platform by which we're doing this outsourc- 
ing' leister said. "We have |!ndi.rnj engineers 
who, in some arses, have been with us for five 
years.’ Many engineers have worked exclusive- 
ly on U.S. -based engineering projects during 
their entire careers. 

At present, lire company does residential 
construction and retaining wall projects in Vir- 
ginia, Maryland, Michigan, and Arizona. It also 
does precast parking garage projects through- 
out the entire United States and Canada, iatla 
said his company is effective for three reasons: 

1. lire easy availability of qualified tech- 
nical manpower in India ensures smooth 
function. No job is held up for want of tech- 
nical manpower. 

2. Transferring the job to India reduces 
the 'gestation period" of the solutions to 
be delivered to the clients, because of the 
lime difference between the United Slates and 
India, ll.S. clients receive solutions the next 
day. 'giving the impression that CEC works 24 
hours a day' (see below). 


Monday, M:00 PM 


Monday 5:00 PM 


Monday 1 0:30 PM 


Jobs are downloaded 
by India Office 
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3, The lowered operating expenses and 
overhead cost make the process economi- 
cal, and that savings is passed on to clients. 

In the inti if e, U t ; plans to expand its oper 
alums to l '.alifornia amt Lis Vegas in tin- West 
and Hniid.i and Notlh Carolina in (lie hast. 
Subsequently. snppoiting branch offices will 
be opened in India. 

lot inoie information, cniM.tt I LEO at (7(B) 
48) -2100 

Digital mapping — Synergy Software Sys- 
tems (SSS), a 10-ycar-uld company based in 
Secunderabad, India, helps firms convert paper 
maps, drawings, and plans into digital formats. 
According to I’ravccn Kumar, the chief execu- 
tive, lire film ran also convert data into 'cus- 
tomized CAD, (.IS, and facility management 
data integration solutions * 

One recent example of work completed for 
a U S. client is a data conversion project tire 
firm did for the city of Loveland, Colo. Stephen 
Krajcwxki. a geologist and CIS specialist for the 
city of lovcland, said SSS was selected for die 
vectorization work through a cotnpetitive bid- 
ding process based on price and ability to com- 
plete the work 

The city had 50, Esized (3b-by-42-incJi) 
paper drawings of a hydroelectric substation 
•hat were hand-drafted in 1982. Kumar said, 
hrough usage over the years, these drawings 


were folded, tom, t.ij>cd, stained, faded, and 
Ltd numerous hand-written revisions |he city 
sent us copies of die drawings, we scanned 
them and vectorized tire thawings using 
iniunise hardware and software, and we deliv- 
ered digital copies of die drawings in AutoCAD 
form.it.' 11 k - conversion work was completed 
alu-ad uf schedule and under budget. 

Kiajewski sakl S5S provided quality woik at 
rxtrcnK'ly reasonable rales: "We couldn't get 
that done bvie for a comparable amount,' he 
wkl. Kumar sakl the company has experience 
in implementing CIS anti remote sensing solu- 
tions in tire fields of telecommunication, elec- 
tric water, mineral, land infonnation system, 
sales and marketing urban and town plan- 
ning, and forest management, lor more 
information, contact Kumar at syncigy_sofl- 
warc@usa.net. 

A large structural firm — Prank 'Hogpen. 
I’E., vice president of Baton Rouge, La. opera- 
tions for Jacobs Engineering, explained how 
his linn uses foreign labor. I le said dial many 
tyjxs of work combinations arc used, 'whether 
it's with our Indian office or offices in Europe 
or Mexico or different parts of die world.’ 
According tolhigpcn. lacobs tries to "find die 
best resources to fit a paiticular operation, so 
there's no standard way drat work is done.' 

for a given project, "Jacobs has an 
electronic network around die world, and we 


move work in rite IhM resruwe. to the most 
experienced resource. and also the one that's 
most cost -elks live to the cuMimicr.' he said 
Hit "host iimiiliy* UMi.iIty Lads ilw pioieii 
Detailing on ihe nritrt hand, isiypually ioni 
(deled iii a l.ibrn.uo) simp or m one nl die 
firm's nlhtf of I ires. 

Structural engineering consulting - 
Syrd A M.moor. Hi |), j lonsuli mg engineer 
ImmxI iii Kaiachi. Pakistan. oilers u.idiuon.il 
stmcimal engineering seivices to mu tn.iiion.il 
clkirts So far. he li.ts supervised only local pm 
juts lie said ili it uvctscas limits liave yet to 
rei|uesi dial Masmor supervise projects in oth- 
cr (minifies 

Masroor received a h.nlieloi's degree horn 
NP.Dt lnivosiiy.it Kdr.Klii.mdliisin.rslcrs.iiid 
I’li l) from Iowa State University in Ames, lie 
is not licensed outside of Pakistan. 

Since 1 997, Masroor has worked with one 
American, one British, one Malaysian, and one 
Singaporean civil engineering firm. Pie typical 
ly docs designs and drawings, bill he lias also 
performed services sudi as bending stlicdulcx, 
shop drawings, and quantities. 

1 1 is rates are vasdy lower than those of die 
average LI.S. engineering firm, but Masroor is 
noi aware of die disparity. When asked how 
rates differ from die rates charged in the Unit- 
ed States, Masroor s response was, Tor a lliice- 
to-fivc-year engineer, we charge at 312 an hour. 


Monday, 1 100 PM Tuesday, 6=30 AM Tuesday, 730 AM Tuesday. 8:00 AM 


Tuesday 9:30 AM 




The use of inexpensive foreign labor affects 
countries other tlian die United States. Mark 
Francois is a civil engineer with 21 years of 
experience. He is a director at Blake Beston 
Francois ltd., a civil and structural engineering 
firm based in Trinidad dial operates throughout 
the Caribbean. 

Francois said that in the Caribbean, much 
engineering work is outsourced to firms in the 
United States. Canada, and the United King- 
dom. In most cases, he said, clients receive "far 
inferior service" compared to the service they 
would have gotten from a top local consultan- 
cy." The reasons, he said, are as follows: 

• tack of experience with cost-effective, 
local building methods and materials. 

•Applications of higher roof loads. In some 
cases, roof loads in the Caribbean were so 
heavy that Francois “an only assume dial snow 
was considered in die designs. 

•The use of inexperienced or semi-compe- 
tent engineers. Francois said some firms believe 
they are “dealing with a third- world country 
that does not know better." 

• lack of knowledge about local conditions. 
For example, one engineering firm from Florida 
designed a protect in St Kitts (seismic tone 3) 
without considering seismic loads at all. 

• Insufficient field investigation before the 
design is completed because ol cost 

Francois has several horror stories to tell. 
One A/E firm from Honda allegedly works in | 
Grenada for only 2.7S percent of building costs i 


(contrasted with the 8 percent “typical" 
Caribbean engineers charge). Ol course, the 
firm's clients got wliat they paid for. Recently, a 
client asked Francois to review one of the 
Florida firm's drawings, which he found "provid- 
ed minimal structural information, not enough 
for a foal contractor to build it” 

“Worse,” said Francois, “the roof construc- 
tion was inappropriate and lias to be dianged 
beause die proposed timber trusses are very 
expensive there. Again seismic detailing was 
absent {Grenada is in seismic zone 2, though 
many local engineers feel K should be consid- 
ered in zone 3], and the shearwall support sys- 
tem is far more expensive in Grenada than 
beam-column framing. Based on the structure 
alone, the client would have saved if he paid a 
higher fee to a good local consultant.” 

However, Francois said diere is a more 
grave concern tlian cost He said a matter is 
now under investigation in St Lucia where a 
serious failure occurred. “From investigations, 
the soil surveys [completed by a Canadian firm] 
appear inadequate," he said. 

Francois said he's surprised that “U.S. firms 
would resort to offsliore engineers for profit" 
especially considering recent advances in soft- 
ware that significantly reduce engineers' time 
on a project. He also said that U.S. firms an 
improve their overseas services by establishing 
joint ventures with techniully-skilled loal 
companies, "as opposed to firms that may be 
politically connected but lacking in competence 
and local knowledge." ■ 


For a draftsman. 17.50 I don't know how it 
compares with U.S. rates, but I am sure it b 
competitive.* 

Masioor said dial engineering principles ate 
die same 'whether you are in die United States 
or in Timbuktu * However, lie also said. "The 
engineer of icconj will always bear the respon- 
sibility for design, whether die engineer docs 
all die work, or lets a partner, a junior, a drafts- 
man. a contract employee, or a remote 
employee do pan of it for her |or him] * 

To contact Wasroor. e-mail him at situs- 
toor@gem nct.pk 

Architectural services — Anhiiciiural 
firms are also utilizing foreign labor. Walter 
Hobbs Callahan & 1’ieree Architects (WltCI 1 ) is 
a dianer member of Tec USA. a consortium of 
Five professional services (inns interested in 
expanding their in.ukcis internationally. Tlie 
linn utilized a Romanian architecture Finn to 


assist in preparing contract documents for die 
One Tedmology Place building die anchor in 
a new researdi park in Winston-Salem, N.C. 

Tlie owner. WKCP, ami die Romanian firm 
ail benefited from die collaboration. For exam- 
ple the Romanian architects learned more 
about American construction tedmology. By 
utilizing both American and Romanian labor, 
work was being completed around die dock, 
and WRCP was able to deliver die design 
quickly. 

Conclusion 

Writing this artidc was enlightening for a 
number of reasons. To help with my research, I 
posted messages on several discussion groups. 
The responses I received were quite interesting. 

lor instance, l literally received an anony- 
mous reply postal by *X," containing just the 
name of a large engineering firm and a contact 


number. When I called die firm, the president 
told me that *X" was confused — the firm has 
never used foreign labor for ettgineeting work, 
only for software design. 

1 also nwived lips that several other large 
Finns use foreign lain n to save clients money. 
In every instance. I railed ami sjioke to an. 
employee in public relations wholidieved that 
die film would, in fact, lie a good fit for the 
ankle. Yet in every instance, I received a call 
back hours later in whit h die same representa- 
tive said that the company dedined to partici- 
patc in the article for vague reasons. 

According to two employees one large firm 
has utilized foreign engineers much more than 
is typical on at least one past project, 'lliesc 
sources (who bodi wished to remain anony- 
mous Uxause they (eared repercussions) said 
that to save one of their clients money, this firm 
required U.S. engineers to work as 'Field engi- 
neers" only. They collected information regard- 
ing a domestic factory design; this information 
was tiicn ship|H’d to the firm’s oIFne in India, 
where must of the engineering work was com- 
pleted. *lt was an attempt by |Ute client j to save 
engineering dollars.’ said one employee. "I lie 
bottom line is the charge-out rate in India was 
significantly lower titan the U.S. rale.' 

Further, according to the other employee, 
some design work was completed in India and 
stamped here — not by licensed structural 
engineers, but by electrical engineers. A 
spokesman for the firm said he couldn't com- 
ment on how titis project worked, as he had no 
knowledge of projects completed ill states oth- 
er tlian his own. 

Many engineering firms, particularly large 
firms will i overseas offices, may be regularly 
utilizing foreign labor for domestic projects. 
Though (lie companies arc not doing anything 
illegal, they could be unwilling to reveal their 
business strategics to their competitors. Some 
may also be concerned about die negative 
way staff engineers may perceive their actions, 
especially given today's light labor market. 

The CE Hews editorial staff would like to 
hear your opinions about die issue of utilizing 
foreign labor. For instance, how fine is the line 
between smart business strategies and unethi- 
cal behavior? Is it appropriate for firms to save 
money by outsourcing mapping work or sim- 
ple designs to foreign firms? Whal about hiring 
foreign struiiur.il engineers as the lead design- 
ers of domestic projects? I low important is it 
to hire a lead designer who understands local 
considerations and restrictions? I low are your 
employers using foreign labor effectively? 

I’lcasc send an e-mail with your thoughts to 
cditor@tencws.coin. ■ 
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GENERAL SERVICES ADMINISTRATION 
Washington, DC 20405 


PBS 3490.1 
March 8, 2002 


PBS ORDER 

SUBJECT : Document security for sensitive but unclassified paper and electronic building 
information 

1 . Purpose . This order sets forth the Public Buildings Service’s (PBS’s) policy on the 
dissemination of sensitive but unclassified (SBU) paper and electronic building information of 
General Services Administration’s controlled space, including owned, leased, or delegated 
Federal facilities. A major goal of GSA and the Federal Government is the safety and security of 
people and facilities under the charge and control of GSA. This order outlines the PBS security 
procedures needed to reduce the risk that the material will be used for dangerous or illegal 
purposes. 

2. Cancellation . PBS-IL-01-3 is canceled. 

3. Objectives . In order to reduce the exposure to possible attacks or threats to GSA 
controlled space, there are two principal objectives of PBS’s policy regarding sensitive but 
unclassified (SBU) building information. These are to: 

a. Diminish the potential that sensitive information about the building in either paper or 
electronic form will be available for use by a person or persons with an interest in causing harm 
to persons or property. 

b. Respect GSA’s legitimate business and other needs to allow access to this 
information to those who have a need-to-know, such as Federal agencies housed in GSA 
controlled space, the professional design community, contractors, and states, cities, and towns 
where GSA has facilities. 

4. History. 

a. The physical protection of Federal employees, the visiting public, and facilities has 
always been a priority for GSA. Environmental, fire, security, and other safety concerns have 
influenced how GSA builds and procures space and has impacted our construction criteria. 
However, after the Alfred P. Murrah Federal Building bombing, GSA and other Government 
agencies have made a concerted review of GSA’s construction and security criteria to find ways 
to prevent such an occurrence in the future. 

b. There is rising apprehension that if building information is not restricted it could 
easily fall into the hands of terrorists or other criminal elements. In addition, there is particular 
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concern that, with Internet technology, individuals, including terrorists and criminals worldwide, 
could have easy access to such information and remain anonymous, 

c. Counterbalancing legitimate security concerns is the reality that a “government of the 
people, by the people, and for the people” must be accessible to its citizens and able to perform 
its mission without excessive restrictions hampering competition. With certain limited 
exceptions, GSA is required by the Competition in Contracting Act to obtain full and open 
competition. Therefore, prospective offerors must have access to necessary information in 
competing for Government contracts. This includes interested vendors, contractors, 
subcontractors, manufacturers, and suppliers of our building materials, as well as providers of 
professional services such as building plans and security services or equipment. GSA must 
balance security with business requirements in a pragmatic way, without undue bureaucratic 
burdens on our regional offices, consultants, lessors, and contractors. 

5. Application. This order applies to all SBU building information regarding PBS- 
controllcd space or procurements to obtain PBS -controlled space, either Government owned or 
leased, and to all PBS employees in Central Office and the regions, and includes GSA space that 
is delegated to other Federal agencies. It also imposes requirements on Federal employees to 
ensure that authorized users, both Government and non-Govemment, are aware of and adhere to 
specific obligations with respect to SBU building information. 

6. Related authorities . This order supports and supplements the implementation of GSA 
order. Safeguarding sensitive unclassified information (ADM 1800.3B); Instructional Letter CIO 
IL-99-1, Safeguarding Sensitive Unclassified Information; and the GSA Acquisition Manual 
(GSAM) (ADP P 2800. 12B). 

7. Responsibilities. 

a. General. Because no policy can cover every circumstance, disseminators shall make 
every effort to apply the principles outlined in this order in those cases where circumstances 
require adaptation, by using good judgment, common sense, and reasonableness. The principles 
are: 


■ Only give the information to those who have a need to know; 

■ Keep records of who got the information; and 

* Safeguard the information during use and destroy it properly after use. 

This order describes the minimum effort required. In some cases, the disseminator should take 
additional precautions as circumstances dictate. It is the responsibility of those disseminating 
SBU building information to provide the first line of defense against misuse. 

b. Assistant Regional Administrators ( ARA’sl . PBS ARA’s, or their designated Federal 
employee representatives (or in the case of delegated buildings. Agency officials), must ensure 
SBU building information is protected from unauthorized use. Federal Government employees 
who handle SBU building information shall have security training outlining the procedures in 
this order. 
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c. Federal Protective Service (FPS) . The FPS at Central Office and in each GSA region 
must inform regional security personnel regarding the information contained herein. FPS, in 
coordination with other PBS offices, shall participate in PBS regional security training. 

d. Office of the Chief Architect (PCI . PC must inform the GSA regional offices 
responsible for managing SBU building information of the requirements contained herein. The 
OCA shall work with private sector architects, engineers, and contractors to ensure that these 
groups are aware of the requirements contained in this order, including: 

(1) Labeling of information. All SBU building information, either in electronic or 
paper formats, shall have imprinted on each page of the information: 

PROPERTY OF THE UNITED STATES GOVERNMENT 
FOR OFFICIAL USE ONLY 

Do not remove this notice 

Properly destroy documents when do Ion per needed 

(2) The following paragraph will be included on the cover page of the information 
(such as the cover page on the set of construction drawings and on the cover page of the 
specifications) and on the label of all magnetic media: 

PROPERTY OF THE UNITED STATES GOVERNMENT 
COPYING, DISSEMINATION, OR DISTRIBUTION OF THESE DRAWINGS, PLANS, 

OR SPECIFICATIONS TO UNAUTHORIZED USERS IS PROHIBITED 
Do not remove this notice 

Properly destroy documents when no longer needed 

(3) The previous two statements shall be prominently labeled in bold type in a size 
appropriate for the document. On a set of construction drawings, for example, the statements 
should be in a minimum of 14 point bold type. 

e. Office of General Counsel The Office of General Counsel must provide legal advice 
concerning Freedom of Information Act (FOIA) requests pertaining to SBU building 
information. 

f. Office of Customer Service (PBh PB must ensure that all GSA customers are aware 
of the requirements contained in this order. 

g. Office of Realty Services fPE). PE must ensure that Leasing Contracting Officers 
(GS-1 170) and Realty Specialists (GS-1 170) are aware of the requirements contained in this 
order. 


h. Office of Portfolio Management fPTl. PT must notify client agency officials of those 
GSA buildings delegated to them of the requirements contained in this order. 
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i. Office of Business Operations ('PX't . PX must notify aU Procurement Contracting 
Officers (GS-1 102) and Property Management personnel of the requirements contained in this 
order. 


j. Contracting Officers (CO). The CO’s mustpost a synopsis of the work electronically 
to the Govermnentwide Point of Entry (GPE), currently FedBizOpps (http://fedbizoppS.gov/), for 
all procurements containing SBU building information. For those procurements where SBU 
building information, such as exhibits, associated plans, specifications, etc., cannot be made 
available electronically on the GPE, the CO’s must provide a notification as required by the GSA 
Acquisition Manual (APD P 2800. 12B), GSAM 504.570(d). 


a. Sensitive But Unclassified ('SBIH building information . Includes but is not limited to 
paper and/or electronic documentation of the physical facility information listed below. Building 
designs (such as floorplans), construction plans and specifications, rcnovation/alteration plans, 
equipment plans and locations, building operating plans, information used for building service 
contracts and/or contract guard services, or any other information considered a security risk, for 
all GSA controlled facilities, shall be considered covered under this category. Specifically (but 
not exclusively), it includes: 


(1) Location of secure functions in the facility such as judges’ chambers and 
libraries, prisoner or judges’ secure circulation paths (both vertical and horizontal), cell blocks, 
sally ports, judges’ parking, security areas, and childcare, major computer processing areas or 
other client sensitive processing areas (such as major photo or computer labs, etc); 

(2) Location of all utilities, such as heating, ventilation, air conditioning, 
information technology (IT) systems, location of air intake vents, water sources, gas lines, 
plumbing lines, building automation systems, power distribution systems, emergency generation 
equipment, uninterrupted power sources (UPS), security and fire alarm systems, routes and 
annunciation panels; 

(3) Location and type of structural framing for the building and any information 
regarding structural analysis or building security and blast mitigation analysis and counter 
terrorism methods taken to protect the occupants and building; and 

(4) Information regarding security systems or strategies of any kind (such as 
camera locations) or security guards (such as number and location). 

b. Non-sensitive unclassified building information . Information regarding the building 
that may be made available for limited public dissemination under the following conditions: 

( 1 ) Building elevation or other drawings of new or existing buildings shall not 
show or label information defined under the SBU categories in 8. a., above. 
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(2) Interior photographs that are limited to publicly accessible space or have been 
cleared for publication by GSA or the agency responsible for the space. 

(3) Conceptual space planning drawings with floor layouts may be made available 
for presentations to professional designers (architect/engineers, etc.), professional schools for 
educational purposes, community planning groups participating in the design of new Federal 
space, or professional print publications if specific SBU building information (structural 
columns, utilities, etc.) is not shown and judges’ chambers, secure circulation routes, secure 
elevator locations, etc. axe shown as generic space with no wall partitions (such as a block of 
unpartitioned space labeled “Judicial Space"). Generic concept (bubble) diagrams may be 
shown to convey information for a non-specific building. 

Note: It is the responsibility of the disseminator to use good judgement and to apply 
the principle that the more open the forum, the more generic/conceptual the information must 
be. 


(4) Detailed floor layout drawings of any kind for specific buildings shall not be 
made available over the public internet or in public presentations or print media, such as 
brochures, magazines, books, etc. 

9. Reasonable care for dissemination of sensitive but unclassified fSBUI building 
information , 

Those who are disseminating SBU building information (which includes flowdown 
dissemination by prime/general contractors, subcontractors, suppliers, architects/engineers. 
Federal Agencies, lessors, private sector planrooms, state and local governments, print 
shops/reprographic firms, etc.) must obtain a signed copy of the Document Security Notice 
(attached) by authorized users of SBU building information that they will exercise reasonable 
care when handling SBU building documents. “Reasonable care” is defined as: 

a. Limiting dissemination to authorized users . Dissemination of information shall only 
be made upon determination that the recipient is authorized to receive it. The criterion to 
determine authorization is need-to-know. Those with a need- to- know are other Federal 
Government agencies (who shall make requests through their agency management), and non- 
Govemment entities that are specifically granted access for the conduct of business on behalf of 
or with GSA. This includes those necessary to do work at the request of the Government, such 
as architects and engineers, consultants, contractors, subcontractors, suppliers, planrooms, and 
others that the contractor deems necessary in order to submit an offer/bid or to complete the 
work or contract, as well as maintenance and repair contractors and equipment service 
contractors. 

Note: It is the responsibility of the person or firm disseminating the information to 
assure that the recipient is an authorized user and to keep the Document Security Notice 
records of recipients. 

Authorized users shall provide identification as set forth below: 
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(1) Valid identification for Federal Government users . Valid identification of 
authorized Government users receiving SBU building information shall be verification of 
Government employment, 

(2) Valid identification for non-Govemment users . Authorized non-Government 
users shall provide valid identification to receive SBU building information. Valid identification 
shall be all items I through III, and including item IV, as necessary: 

I. A copy of a valid business license or other documentation granted bv the state 
prjocal jurisdiction to conduct business . The license at a minimum shall 
provide the name, address, phone number of the company, state of 
incorporation, and the name of the individual legally authorized to act for the 
company. The business must be of the type required to do the work. A 
general contractor’s license may be substituted for the business license in 
states that issue such licenses. In the rare cases where a business license is not 
available from the jurisdiction, the information shall be provided and testified 
to by the submitter; and 

II. Verification of a valid PUNS Number against the company name listed on the 
business license or certification. Verification may be obtained through 
http://www.fpdc.gov, or by calling Dun & Bradstreet at 703-807-5078 to set 
up an account; and 

HI. A Valid IRS Tax ID Number of the company requesting the information; and, 
as necessary, 

IV. A Valid picture state driver’s license shall be required of person(s) picking up 
SBU documents. Phone verification must be made to a previously validated 
authorized user that the individual(s) picking up the documentation is/arc 
authorized to do so by the company obtaining the documents. SBU 
documents will not be released to any individual or firm who has not, either 
previously or at the time of pickup, supplied the required documentation as 
outlined in paragraphs I through 111, above. 

h. Record keeping. Those who disseminate SBU building information must require a 
signed Document Security Notice from those who receive the information. Records of the 
signed Document Security Notices shall be maintained by the disseminator pursuant to the GSA 
system of keeping long-term records and plans. At the completion of work, secondary and other 
disseminators shall be required to turn over their Document Security Notice dissemination 
records to GSA to be kept with the permanent files. 

c. Retaining and destroying documents . The efforts required above shall continue 
throughout the entire term of contract and for whatever specific time thereafter as may be 
necessary. Necessary record copies for legal purposes (such as those retained by the architect, 
engineer, or contractor) must be safeguarded against unauthorized use for the term of retention. 
Documents no longer needed shall be destroyed (such as after contract award, after completion 
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of any appeals process, or completion of the work). Destruction shall be done by burning or 
shredding hardcopy, and/or physically destroying CD’s, deleting and removing files from the 
electronic recycling bins, and removing material from computer lard drives using a permanent 
erase utility or similar software. 

d. Notice of disposal . For all contracts using SBU building information, the contractor 
shall notify the GSA contracting officer that he and his subcontractors have properly disposed of 
the SBU building documents, with the exception of the contractor’s record copy, at the time of 
Release of Claims to obtain final payment. 

10. Miscellaneous . 


a- State and focal governments . In order to comply with local regulations, GSA must 
provide localities with documents to issue building permits and to approve code requirements. 
Public safety entities such as fire departments and utility departments require unlimited access on 
a need-to-know basis. These authorities must be informed at the time they receive the 
documents that the information requires restricted access from the general public. When these 
documents are retired to local archives, they should be stored in restricted access areas. This 
order will not preclude the dissemination of information to those public safety entities. 

b. Electronic transfer and dissemination . Transfer and dissemination of SBU 
information beyond the GSA intranet (interact or extranet, modem, DSL, wireless, etc.) must use 
at least 128 bit symmetric key encryption following NIST Special Publication 800-21 Guideline 
For Implementing Cryptography in the Federal Government. All transfers must use standard 
commercial products (such as PGP and Secret Agent) with encryption algorithms that are at least 
128 bit symmetric (3DES, AES, RC4, IDEA, etc.), and follow the instructions outlined in this 
order. Authorized users that use project extranets for electronic project management during 
design or after construction contract award to transfer SBU building information arc responsible 
for verifying and certifying to the Government contracting officer that project extranets meet 
applicable physical and technical GSA security requirements as determined by the PBS Chief 
Information Officer (CIO). Access to the sites shall be password protected and access shall be 
granted only on a need-to-know basis. A record of those individuals who have had electronic 
access shall be maintained by the contracting officer or other disseminator in accordance with the 
GSA system of keeping long-term records. 

c. Appropriate levels of security. GSA intends to meet project security requirements as 
defined by our client agencies. This order is meant to define the minimum security requirements 
Of GSA for SBU building information. A client agency may define an individual project 
requiring additional security over that outlined in this order. Any information classified for 
national security purposes shall be handled according to the DOD 5220.22-M National Industrial 
Security Program Operating Manual (NISPOM) and other appropriate national security 
directives. 


d. Freedom of Information Act (FOIA1 requests. Because of the sensitive nature of SBU 
building information from a security standpoint, it shall not be disclosed pursuant to a FOIA 
request without a thorough analysis of the security implications and any potentially applicable 
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exemptions under the FOIA. Any determination to disclose SBU building information pursuant 
to a FOIA request must be made by the PBS ARA or the PBS Deputy Commissioner, after 
consultation with the servicing legal office and the servicing FPS office. 

e. Proprietary information owned by Architect/Engineers. All professional services 
consultants shall sign the Document Security Notice that documents containing SBU building 
information created under contract to the Federal Government shall be handled according to the 
procedures under this order. 

£ Private sector plaorooms . Numerous private sector businesses provide planrooms, which 
provide access to construction plans and specifications for bidding purposes as a service to 
construction contractors and subcontractors. Before receiving GSA SBU building information 
from any source for dissemination, the private sector planroom shall demonstrate to GSA that 
they can and will adhere to the procedures outlined in this order, and sign the Document Security 
Notice. 

g. Reporting incidents of concern. Any concern of a significant security risk should be 
reported immediately to the FPS Megacenter or to the FPS Investigation Section at (202) 
501-0793 and any other security agencies as deemed appropriate. 


<= — 

F. JOSEPH MORAVEC 

Commissioner 

Public Buildings Service 
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Request for Construction Documents Exhibit 
Attachment 
Solicitation 


DOCUMENT SECURITY 

NOTICE TO PROSPECTIVE BIDDERS/OFFERORS 

This solicitation includes Sensitive But Unclassified (SBU) building information. SBU documents provided 
under this solicitation are intended for use by authorized users only. In support of this requirement, GSA 
requires bidders/offerors to exercise reasonable care when handling documents relating to SBU building 
information per the solicitation. 

REASONABLE CARE: 

I# Limiting dissemination to authorized users . Dissemination of information shall only be made upon 
determination that foe recipient is authorized to receive it. The criterion to determine authorization is need-to-know. 
Those with a need-to-know arc those who are specifically granted access for the conduct of business on behalf of or 
with CiSA. This includes all persons or firms necessary to do work at the request of the Government, such as 
architects and engineers, consultants, contractors, sub-contractors, suppliers, and others that the contractor deems 
necessary in order to submit an ofFer/bid or to complete the work or contract, as well as maintenance and repair 
contractors and equipment service contractors. 


NOTE: It is the responsibility of the person or firm disseminating the information to assure that 
the recipient is an authorized user and to keep records of recipients. 

Authorized users shall provide identification as set forth below: 

Valid identification for non -Government users. Authorized non-Govemm«u users shall provide valid 
identification to receive SBU building information. The identification shall be presented and verified for each 
dissemination. Valid identification shall be all items (a) through (c), below, and including item (d), as necessary: 

(a) A copy of a valid business license or other documentation granted by the state or local 
jurisdiction to conduct business. The license at a minimum shall provide the name, address, phone 
number of foe company, state of incorporation, and the name of the individual legally authorized to act 
for foe company. The business must be of the type required to do the work. A general contractor's 
license may be substituted for the business license in states that issue such licenses. In the rare cases 
where a business license is not available from the jurisdiction, the information shall be provided and 
testified to by the submitter; and 

(b) Verification of a valid DUNS Number against foe company name listed on foe business license or 
certification. Verification maybe obtained through http://www.fodc.gov . or by calling Dun & 
Bradstrcct at 703-807-5078 to set up an account; and 

(c) A Valid IRS Tax ID Number of the company requesting the information; and, as necessary, 

(d) A Valid picture state driver’s license shall be required of person(s) picking up SBU documents. 
Phone verification must be made to a previously validated authorized user that foe individual(s) 
picking up the documentation is authorized to do so by the company obtaining the documents. SBU 
documents will not be released lo any individual Or firm who has not, either previously Or at the time 
of pickup, supplied the required documentation as outlined in paragraphs (a) through (c), above. 

2, Retaining and destroying documents. The efforts required above shall continue throughout foe entire term of 
the contract and for whatever specific time thereafter as may be necessary. Necessary record copies for legal 
purposes (such as those retained by the architect, engineer, or contractor) must be safeguarded against unauthorized 
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use for the term of retention. Documents no longer needed shall be destroyed (such as after contract award, after 
completion of any appeals process or completion of the work). Destruction shall be done by burning or shredding 
hardcopy, and/or physically destroying CD’s, deleting and removing files from the electronic recycling bins, and 
removing material from computer hard drives using a permanent erase utility or similar software. 

3, Term of Effectiveness. The efforts required above shall continue throughout the entire term of contract 
and for what specific time thereafter as may be necessary, as determined by flic Government Necessary record 
copies for legal purposes (such as those retained by the architect, engineer, or contractor) must be safeguarded 
against unauthorized use for the term of retention. 

4. Written agreement of disposal. For all contracts using SBU building information, the contractor shall 
provide a written statement that he and his subcontractors have properly disposed of the SBU building documents, 
with the exception of the contractor’s record copy, at the time of Release of Claims to obtain final payment 
Documents no longer needed shall be destroyed (such as after contract award, after completion of any appeals 
process or completion of the work). Destruction shall be done by burning or shredding hardcopy, and/or physically 
destroying CDs, deleting and removing files from Ac electronic recycling bins, and removing material from 
computer bard drives using a permanent erase utility or similar software. 

The recipient acknowledges the requirement to use reasonable care, as outlined above, to safeguard the documents 
and, if not awarded, the contract (and at the completion of any protest/appeal process) will make every reasonable 
and prudent effort to destroy or render useless all SBU information received during the solicitation. 

I agree that I will abide by this agreement and will only disseminate Sensitive But Unclassified (SBU) building 
Information to other authorized users under the conditions set forth above. 


Signature:. 
Title: 


Date:. 


Copy of business license attached 


DUNS Number: 

Verified: Yes No 


IRS Tax ED Number. 
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By Petek S. Goodman 
Washington Post Fordgn Savicc 

SHANGHAI 

T he architect leaned over the draft blue- 
print, contemplating how best to fit the 
staircase into the stairwell and still comply 
with local safety codes. A typical design 
job, except for one detail: The architect, Chen 
Chun, sat in a cubicle here in China, while her stair- 
way was to be built in upstate New York at an office 
complex being erected for a Fortune 500 company. 
The local" code she confronted applied to a place 
she had never been, on the other side of the world. 

The most unusual thing about this long-distance 
arrangement was how utterly ordinary it has be- 
come — another day at the global offices of HLW In- 
ternational LLP, a New York-based architecture 


firm. Using the Internet to ship blueprints back and 
forth across the Pacific and twoway videoconfe- 
rencing to simulate face-to-face meetings, HLW is 
increasingly handling the task of turning high- 
coocept design into detailed plans by fanning it out 
to associates in Shanghai for a fraction of the cost 
at home, effectively extending its workday to a 24- 
hottreyde. 

Factory and assembly jobs have long been mov- 
ing overseas from the United States; consumers 
are accustomed to having their basketball shoes 
stitched up in Indonesia or Vietnam and their elec- 
tronics and automobiles roll off fines in Singapore, 
Malaysia and Mexico. But HLWs operations in 
Shanghai are an example of bow technology is ty- 
ing together more sophisticated pieces of tire glob- 
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$%frpd«eto chain, aSowing even 
fifeSted -work that oace 
80lpad inextricably linked to a par- 
ispSjar. place to be shipped out to 
lo^-cost lands. 

•^Jfee whito«oflar work fa ezpand- 
j^febeyoad the customer-service rail 
map*s that many U5. companies 
fifSg rawed to developing countries, 
ifcl&ftfia, for example,, radfologfafs 
i|^jnferpret CT scans for hospitals 
®r,gfe : United States, and accoon- 
S® assess risks on loan applka- 

S t»t§?'for homes halfway around the 

gSphd, U.S. architectural work is be- 
Ihgd|rmed out to the Philippines, 
f^|»|£t -and India, as wefl as China. ' 
Ml^osaft Corp, .operates .a sophis-- 
wSfed computer research center in 
% 2015, according to a re- 
( ''by Forrester Research Inc,, 
ethan 3 million white-collar jobs 
pearly $140 bStioo in wages will 
j»$ .shifted from the United States 
t4©1her nations. 

it a recent 'afternoon' at HLW's 
a office, a white board in the 
ace room listed the prefects 
al architeds were wofeing on 
J*day: a Sub studio complex for 
f 'Bros; in Los Angetes; an 
t budding on East 98th 
it in Manhattan; a laboratory for 
" il giant in New Jer- 
on of the dubhexsse 
fe posh Shanghai Racquet Chib; 

1 -ufacturing plant for the ei- 

i escalator colossus Otis 
>, in the Chinese dty of 

jfrthe 36 architects who work in 
iJShanghai office, roomily half 
jfr assigned to projects underway 
I- United States. 

S3 HLW opened its office here 
5, it was interested in support- 
!»Mesign work it had already 
*d in Shanghai and not looking 
indie work from the United 
i Christopher Choa, who now 
„ s as the director of tlie Sliang- 
hfflipfflce, was then immersed in the 
m$sf ambitious project he has ever 


taken to completion: the Giro's Tow- 
er, a 40-story, glass-encased rectan- 
gle that flares cwai aircstingfy al the 
top, overlooking Shanghai’s People's 
Parle It was the sort of building on 
which an ambitious architect can 
make a name for himself. Choa was 
traveling frequently across the Pacif- 
ic as the design work went on. He 
needed focal help. 

But if that project was the focus, 
the horizons were expanding. 
Shanghai's skyline was adding new 
shapes seemingly by the week — 
cylinders of glass and steel topped 
off by domed observation decks, 
rocket-shaped towers. Across the 
Huangpu River in. the Pudoog dis- 
trict, an entirely new financial center 
was rising or what had been swamp- 
land. North of the famed Bund — a 
strip of cofonfal edifices lining the 
river— the dty now plans to erect a 
complex of office towers and apart- 
ment blocks. 

HLW was eager for a piece of all 
this, particularly Choa.' A New York- 
. er, he relished an opportunity to 
work in a dty with grandiose ambi- 
tions for overnight greatness. 

"This is what America felt Site at 
the tom of the 20th century," Choa 
said. “The North Bund wffl be on a 
12&tectare pared of prune urban 
Sand. The VforH Trade Center site 
will be less than a tenth of that An 
architect in the States could wait 
their entire career for a shot at some- 
thing like that We regularly do proj- 
ects that axe on tl>e borderline of ar- 
diitectoral and urban design. You 
don’t get those opportunities often." 

Badness conditions were also rip- 
ening. In the early 1990s, as Shang- 
hai's building boom began, many de- 
velopers here viewed design work as 
a cookiecutter sort of operation, a 
simple matter of hiring someone to 
sit at a drafting table and copy some- 
thing that was already standing 
somewhere else. In the United 
States and Europe, developers often 
lay out 3 or 4 percent of construction 
costs' for design work from a top- 
shelf architectural firm. In China. 


few fees and micdinal expectations 
for quality were the rule. 

“You could be designing a public . 
toilet budding or a new hospital and - 
the fee was tire same — 1 percent' of 
construction costs,” said J.C Rut, a 
Shanghrifrora architect who 
opened the office with Choa. 

But as foreign investment confer- 
ued to poor into China, chasing the 
potential lucre of the world’s most 
populous country, developers were 
facreasngSy teen on more sophis- 
ticated projects. Companies were 
putting up “trophy bsajdaigs’’’ with 
their names up top. They were will- 
ing to pay infernatiotai-stasdanl 
fees for high-quality work. 

Choa and Ru were gradually 
building a local staff that could com: 
pete for more design work. Even as 
the Asian financial crisis hit in 1997 
artd 1998 and many of their compet- 
itors left China, they continued to re- 
cruit graduates from the country's 
top architecture schools, paying a 
premium over the prevailing rate. 

The trouble was that fee work 
flow was uneven and unpredictable. 
*To do a huge project here weB, you 
need a critical mass," Choa raid. 
“You need a lot of good people. But 
you can’t just writ around for that 
project to take shape. We needed to 
have something for them to do” 

Meanwhile, back in the United 
States, HLWs ‘offices had more 
work than they could handle. The 
dot-com surge was at its height, nur- 
turing a prodigious crop of science 
parks, office towers and expansions. 

“We were so busy back in fee 
States that we were having to work 
around the dock to meet deadlines,” 
Choa said. "That’s when we realized 
that we had an office that’s exactly 
12 hours out of sype with New York. 
We could finish work there for the 
day and hand it off to Shanghai and 
keep working 24 hours a day." 

The, - cost savings of this approach 
were potentially dramatic. In New 
York, HLW typically must pay $100 
to $120 an hour for a skilled archi- 
tect Here, the cost fa a fraction of 


that Choa said, though he declined 
to he more specific. “It’s a lot Jess," 
hesaid. 

. The early years of this experiment 
saw no shortage of mishaps and mis- 
eommurifetam, Thcsigh. English is 
the language of work at the HLW of- 
fice tee, many of fee architects 
were shy about using this foreign 
tongue in addressing their col- 
leagues overseas on fee video links. 

. The local architects were unfamiliar, 
with fee software and technical stan- 
dards in use is fee United States and 
not versed in the ways of- thinking 
spatially feat defined the New York 
office. Much training was needed. 
Work had to .done, redone and re- 
done again, eroding fee savings of 
costard tone. 

Thai, there were technical prob- 
lems. Staff hare teurfed firsthand 
.about the gap between fee crisp 
world of global coramuricatoms as 
glimpsed through high-tech televi- 
sion ads and fee tedious realities of 
trying to persuade modems to talk • 
to one another nicely across oceans. 

These days, the Stinks have mostly 
been worked out, Choa said. Clients 
don’t seem to care that their struc- 
tures in Los Angeles or New York 
have been designed in part in China, 
the local staff is up to the standard 
setatbome. 

■ “In some ways, they are better," 
Choa said. "They are highly motivat- 
ed to do well, and in scale ways they 
are even more fastidious," 

When the technology boom went 
bust, towing business, HLW faid off 
snore than 20 people at its Los Ange- 
les office. It added positions here. 

As fee sun dropped below the 
jagged skyline to the west on a re- 
cent evening, Chea prepared to ship 
her staircase design bade to New 
York, where dawn was breaking. She 
checked to make sure her guardrails 
really did comply wife fee code. 

"The detafl of the railing was very 
difficult because the standards are 
very different," fee said. “But the 
fact that it’s far away mates no dif- 
ference at all" 
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Congress of the United States 

House of Representatives 
108 th Congress 

Committee on Small Business 
June 13, 2003 

Hearing: Globalization and Outsourcing Overseas 
Testimony of Christopher Kenton, President, Cymbic, Inc. 

My name is Christopher Kenton. I’m president of the San Francisco marketing agency 
Cymbic. While I don’t presume to speak for the small business community, I’m grateful 
for the opportunity as a small business owner to add my perspective to the debate on the 
outsourcing of white-collar jobs. 

Over the past 1 5 years, Cymbic has provided strategic and tactical marketing services to 
more than 160 businesses, including startups, fortune 500s, and two startups that went on 
to become fortune 500s. Over the years we’ve employed more than 100 people, providing 
salaries and benefits far above the national average. We’re proud to have seen a number 
of our employees go on to start small businesses of their own. 

Only two years ago, Cymbic had grown to 35 employees, and earned more than $3 
million in annual revenue. We had won nearly 200 awards for excellence in our industry, 
and we had been selected by the United States Department of Commerce for an exclusive 
program promoting domestic marketing capabilities in foreign markets. 

In the past 2 years, Cymbic has lost 95% of its sales, and 90% of its workforce. We’ve 
lost our business offices and most of our office equipment. Our principles have only 
narrowly avoided both business and personal bankruptcy, though the company still 
carries a considerable burden of debt. As amazing as it may sound, we’re in better shape 
than most of our competitors. According to some estimates, 90% of our competitors in 
the Bay Area are no longer in business. While that might be considered an opportunity in 
many industries, it is one of the factors that led to the collapse of our industry, as closing 
agencies flooded the market with cheap freelancers. 

The most obvious factors that led to our industry’s collapse include the recession that 
began in 2000, the tremendous impact of 9/1 1, and the subsequent war on terror. All of 
these forces combined to stall our client's businesses for more than 18 months. We were 
particularly hard hit because our specialty, marketing, is usually the first budget to be cut, 
and our clientele is mainly in the telecom and technology sectors, which have been 
asymmetrically ravaged by the economy. 

If these were the only factors that led to our business troubles, I would expect that we 
could simply tie ourselves to the mast and wait out the storm. But there are other critical 
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issues that are transforming our business environment and, 1 believe, the economy, that 
make recovery far less axiomatic than it might otherwise be. 

To sum it up concisely, the communications technology systems created in the 1990s 
may be the proverbial genie set free from the bottle. Few of us understood the true 
ramifications behind the marketing hype-the images of workers collaborating across the 
globe in real time — but the infrastructure we’ve created has truly diminished the barriers 
of time and distance. Businesses now have the infrastructure to utilize cheap sources of 
white-collar labor around the world, and with the recession as it is, they have the 
motivation to perfect the process. 

The question before this committee today is what impact an unfettered system of 
overseas outsourcing might have on the future of our economy. I’m certainly no 
economist, but I’d like to tell you my own experience of outsourcing, and the impact it 
has had on my business. 

My business literally came to a dead stop after 9/1 1 . We’d already downsized about 50% 
during the preceding recession, but within six months of 9/1 1 , we had to reduce our staff 
another 50% due to a complete lack of sales. By October of 2002, we were facing down 
bankruptcy and had to vacate our offices, unload most of our office equipment and lay off 
most of our remaining staff. 

A number of the workers we laid off were computer programmers and designers who 
produced software applications and Web sites for our clients. During the dotcom boom, 
our employees made top salaries, in a number of cases exceeding $1 00k per year. With 
full medical and dental benefits, vacations and other perks, total compensation for all our 
employees averaged well over $60K per year. Although our remaining employees took a 
series of pay cuts and benefit reductions, in the end the total loss of sales doomed our 
workforce. 

We have made heroic efforts to survive the effects of the economy, 9/11, and the war on 
terror. Each of our remaining employees has taken on multiple job responsibilities, while 
struggling to develop new capabilities to keep our service offering competitive. One of 
the many new service opportunities we identified was the capability of providing online 
market research surveys for our clients. To be sure, there are already a number of survey 
tools available online, but with our existing client base, we saw an opportunity to 
personalize the service and recapture some revenue that was going to other vendors. 

The problem was the cost of development. With literally no capital available, we simply 
couldn’t afford the project rates of domestic developers. Early estimates for our project 
were in the thousands of dollars. Through an online search we were able to find a 
programmer in Argentina willing to develop our software for under $200. While we 
defined the technical requirements and architecture of the software, our overseas 
developer did all of the programming. All project management was carried out via email 
and Internet presentations. Payment was arranged via the Web through an intermediary 
escrow service. We’ve never met our programmer — in fact, we’ve never even spoken on 
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the phone. The software is now in the final stages of development, and we’ll be offering 
the service to our clients within the next six weeks. 

Our project pales in comparison to the million-dollar outsourcing deals among large 
corporations, but it highlights a lesser-known trend of overseas outsourcing among small 
businesses. My concern today is that the cry for new regulations to ameliorate some of 
the negative economic effects of outsourcing among larger corporations will have 
unintended consequences for the thousands of small businesses like mine that leverage 
overseas development markets for opportunities that would otherwise not be open to us. 

I’m aware of the complaints of many workers in the technology industry against 
outsourcing to foreign workers, and I personally know of some egregious abuses of the 
LI and H1B visas. I strongly believe we should not allow the cynical exploitation of the 
immigration system for the production of cheap onshore labor, but I also believe we 
should not allow our trade policies to be exploited for preventing the patronage of 
offshore labor markets. While the intended effect of such policies is the protection of 
American jobs, I believe the unintended consequences will be a regulatory quagmire 
governed by special interests, a stifling of opportunities for small businesses, and an 
ineffective system for dealing with the ramifications of a rapidly globalizing economy. 

As a technology advocate, I Find it sadly ironic that many of the technology jobs being 
outsourced overseas today are the same jobs that created the very systems that enable 
outsourcing to succeed. But I think it’s an even sadder illusion to believe that outsourcing 
to cheap labor overseas is where the trend will end. Software developers are already in 
the advanced stages of developing systems that will ultimately automate much of the 
programming done today, exploiting the cheapest labor source of all — computers. 

Two of the fundamental trends of technology throughout history have been the 
elimination of distance and time, and the elimination of human effort. Every major step in 
the advancement of such technologies creates changes — and often upheaval — in our 
society and in our economy, and we’re at a stage in which changes are accelerating 
rapidly. If we’re going to enact policies to mitigate the effects, we might as well govern 
the creation of technology in the first place. After all, we’re only beginning to recognize 
the upheaval caused by global real-time telecommunications. It would have been much 
simpler to have stalled the creation of those technologies — or at least prevented the sale 
of those technologies to foreign markets — than to try and clean up after the fact with 
trade regulations to prevent the loss of jobs. 

In answer to the question about whether America will continue to lose white-collar jobs 
overseas, I think it’s inevitable that the definition and mix of jobs that comprise the 
American economy will continue to change as our world changes with increasingly 
connected global communications and trade. Some see this as a conspiracy; I see it as an 
expected outcome of a world obsessed with technology and united by the pursuit of 
money. The question is: what can we do about it? 
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Since no one has a crystal ball, no one can say exactly how the system will evolve, 
though few hesitate to offer a doomsday scenario on one side of the debate or the other. 
However, since we don’t know the future and we can’t effectively manage rapidly 
changing symptoms, I believe we need act consistently according to a set of fundamental 
principles. That’s where I believe the true debate lies. 

Personally, while I do believe in a role for the government in many areas of regulatory 
policy, I think the creation of trade barriers to try to protect American jobs will be costly, 
problematic and ineffective. I’d rather see efforts geared toward leveling the playing field 
among competing nations. There are serious issues that make outsourcing unnaturally 
attractive, including the manipulation of currencies by foreign governments, the 
suppression of workers rights and the absence of environmental regulations. Although the 
gap between other nations and our own has created an opportunity for cheap labor today 
-with painful ramifications for many American workers — I believe that focusing our 
trade policy on eliminating those gaps provides the greatest benefit in the long run. I 
believe that approach is consistent with our role as a world leader, in this case leading 
other nations to a better standard of living, rather than simply focusing on protecting our 
own. 

I think we also need to consider the relentlessly short-term focus so much of our 
economy hinges upon today. Businesses are increasingly pressed to make short-term 
decisions in order to prop up quarterly earnings — a phenomenon that rarely favors 
workers, or the long-term prospects of the company. Many of the outsourcing initiatives 
undertaken today are not well-considered programs to improve operational efficiency — 
they’re hurried schemes to slash operational costs. And with insane logic, businesses and 
CEOs that undertake such initiatives are rewarded on Wall Street with improved stock 
prices. The consequences for failed initiatives can simply wait for a future quarter. 

Finally, with the creation of any regulations, I think we need to explore the differences 
between large and small businesses, and how regulations may cause unintended 
consequences. Small businesses provide much of the energy in our economy, driving 
innovation, and pushing larger businesses to evolve. Small businesses like mine also play 
important roles in the success of larger businesses by providing critical support services 
and expertise. While I can see problems — and indeed some abuses — among large 
businesses pursuing ever lower costs and higher margins, I think any policies designed to 
mitigate those abuses should be examined for their impact on small businesses. While 
larger companies use reduced development costs in global labor markets to improve 
margins, small companies use the opportunity to innovate in ways that would otherwise 
require increasingly costly investment capital. If history is any guide, the next major 
innovation that creates new jobs and a spark in the economy will come from a small 
business, and it may be one that is able to innovate faster and more effectively by using 
the global communications infrastructure we’ve just created. 
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Testimony of Paul Almeida 
President 

Department for Professional Employees 
American Federation of Labor and Congress of Industrial Organizations 

Before the U.S. House of Representatives Committee on Small Business 
On the Globalization of White Collar Jobs 

June 18, 2003 

Mr. Chairman, Congresswoman Velasquez, Members of the Committee, thank you for 
the opportunity to testify today on behalf of the Department for Professional Employees 
of the AFL-CIO on this extremely important and urgent topic. 

We are very alarmed at the recent trend of outsourcing of white collar and information 
technology jobs. This trend, which is clearly accelerating, is affecting workers all over 
the country, at every income and education level. Technology companies are laying off 
American workers from high-paying desirable jobs while they add thousands of jobs 
overseas. Corporations are shifting jobs in call centers, accounting, engineering, 
computer, and financial services offshore, among others. Some local and state 
governments have even begun to outsource administrative jobs, which is an outrageous 
misuse of taxpayers’ dollars. 

Based on a survey of the world’s 100 largest financial services firms, Deloitte Research 
found that these companies expect to shift $356 billion worth of operations and about two 
million jobs to low-wage countries over the next five years. Forrester Research Inc. 
predicts that American employers will move about 3.3 million white-collar service jobs 
and $136 billion in wages overseas in the next 15 years, up from $4 billion in 2000. 

The use of cheaper foreign labor has already had a negative impact on U.S. wages in 
certain sectors. According to Sharon Marsh Roberts, chair of the government relations 
committee of the Independent Computer Consultants Association, outsourcing has forced 
down hourly rates by 10 percent to 40 percent for many U.S. computer consultants 1 . 

Outsourcing may also have a disproportionate impact on African Americans, who are 
already under-represented in high-tech fields, according to the Coalition for Fair 
Employment in Silicon Valley. From 1998 to 1999, black engineering employment in the 
Pacific states dropped 20%, according to the Bureau of Labor Statistics. And African- 
American-owned technology firms will lose opportunities to compete for government 
contracts if more of them go overseas. 

If these trends continue to accelerate, we will see even more dramatic job loss and wage 
erosion affecting workers throughout the income scale. This will severely impact the 


1 “Displaced U.S. Employees Frustrated, Angry At Information Technology 
Industry,” Hartford Courant, January 6, 2003. 
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wages and job security of the American middle class, in addition to depriving state, local, 
and federal governments of tax revenues. Policymakers must recognize and acknowledge 
the severity of the problem and act quickly to stem the job loss. 

Short-sighted corporate policy focused on saving a few bucks in the short run will have 
an enormous deleterious impact on the entire U.S. economy if not checked soon. A recent 
Powerpoint presentation by a Microsoft senior vice-president urged managers to “pick 
something to move offshore today" as part of a “short-term project list.” The “long-term 
project list” included evaluating “the cost advantage of adding offshore talent.” 

When manufacturing jobs started moving offshore, we were told not to worry, that the 
U.S. comparative advantage was in services and high technology. We were assured that 
the new global division of labor was both natural and benign: we would keep the high- 
paying, high-skilled jobs, while the developing countries would do the actual work of 
making things. For decades, American workers were told to simply acquire more skills 
and education in order to succeed in the U.S. job market. 

Now engineers with Ph.D.s and recent college graduates alike are hearing that they are 
too expensive, that their job can be done more cheaply abroad. Meanwhile, the U.S. trade 
picture is also shifting in ominous ways. 

The merchandise trade deficit hit almost half a trillion dollars last year ($485 billion), an 
all-time record. While the goods trade deficit has been growing steadily since the early 
1990s, our trade surplus in services has traditionally offset some of that growth. The U.S. 
trade surplus in services grew from $46 billion in 1991 to a peak of over $80 billion in 
1999. The services surplus fell somewhat in 2000 and in 2001. However, in 2002, the 
services surplus plunged by almost $20 billion, to only $49 billion. This enormous single- 
year decline is largely due to growth in imports of private services, which almost 
certainly reflects the outsourcing that has already been taking place. In 2002, the U.S. 
surplus in advanced technology products also plummeted, shifting from a surplus of $4 
billion to a deficit of $17 billion. 

These negative shifts have contributed to a record high current account deficit, the 
broadest measure of international activity, which includes trade in goods and services as 
well as investment income flows. Federal Reserve Chairman Alan Greenspan has warned 
that at almost 5% of GDP, the current account deficit is dangerously high and 
unsustainable. 

The outsourcing is not spurred by a lack of skills or education here in the United States. 

In June 2003, an estimated 1,286,000 Bachelor’s degrees were conferred, along with 

436.000 Master's, 80,400 First Professional, and 46,700 Doctoral degrees. In addition, 

633.000 Associates degrees were projected. Degrees in all these categories are up 
substantially since the mid-1980s, as young people have heeded the advice given them to 
acquire more education. 
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All these factors taken together should be setting off alarm bells for Congress and other 
policymakers. If an advanced degree, years of experience, and excellent work habits are 
not enough to land a job, and the U.S. comparative advantage in services and high tech 
has seriously eroded, what does the future of work look like for the United States? If 
these cost-saving job shifts are taken to their logical extreme, even American 
corporations should be wondering where their future consumers will be located, and how 
they will buy the goods and services that are offered. 

Just as the labor movement has fought hard for trade and tax policies that will help the 
U.S. manufacturing sector thrive and survive, we also need to take a close look at the 
policies that impact service-sector and information technology jobs. 

First, we should make sure that our tax policies are consistent and coherent - at the 
national, state, and local levels. Many of the companies rushing to outsource jobs have 
received and continue to receive tax breaks negotiated on the assumption that they would 
support local job creation. We need to target tax relief to companies that support their 
own communities with decent jobs. 

Second, we can and should ensure that government tax dollars are spent to support strong 
communities and jobs domestically. State legislatures in Connecticut, New Jersey, 
Maryland, Washington, and Missouri are all considering legislation that would ban the 
outsourcing of government contracts to foreign countries. We support this legislation and 
would recommend that Congress consider steps to strengthen the positive domestic 
employment impact of federal procurement as well. 

The New Jersey legislation was spurred by news reports that a company contracted by the 
state of New Jersey to administer electronic benefits to welfare and food stamp recipients 
had contracted the jobs fielding phone inquiries to Bombay, India. There, English- 
speaking workers, some with fake “American” names answered service calls. Legislators 
pointed out the irony of using taxpayer dollars to send entry-level service jobs overseas to 
administer a program aimed at finding domestic entry-level service jobs for welfare 
recipients. 


Third, we should support both more transparency and openness on the part of companies 
that are outsourcing and more research to understand better the scope of the problem. We 
have asked Congress to request a General Accounting Office (GAO) study into these 
trends and their impact on U.S. jobs. 


State legislators in New Jersey have recently introduced a bill (State Assembly Bill No. 
3529) that would regulate certain call center communications. The bill would require 
employees of inbound call centers to identify their name, their employer, and their 
location in phone calls or e-mail communications. 

This seems like a pretty minimal requirement that ought not to be impossibly onerous. 
However, some of the affected companies are opposing the bill and arguing that it would 
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violate U.S. obligations under the World Trade Organization (WTO). Companies ought 
not to assume they can only do business if their customers are in the dark as to their 
operations. Customers have a right to know who is answering their call and where that 
person is located, just as they have a right to know the ingredients in a box of cereal. 
Furthermore, this legislation is entirely in compliance with our WTO obligations in this 
case. It treats foreign and domestic companies equally and simply requires truthful 
disclosure on the part of companies providing services to the U.S. market. 

Finally, we need to reexamine our trade policies to make sure they are reflecting the 
concerns and interests of American workers, as well as U.S.-based corporations. 

In conclusion, I’d like to thank the Committee for holding this hearing and for inviting 
me here to testify today. I look forward to working with you to craft effective policy 
responses to the very great challenges facing us in this area. 
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TO: House Committee on Small Business Staff 

FAX: (202) 225-3587 

FROM: John Leonard 

Administrative Assistant to the Vice President 

DATE: 6/18/03 

PAGE(S) (incl. cover): 2 

MESSAGE: 

Following, please find the U.S. Chamber of Commerce letter to Chairman Manzullo 
regarding job outsourcing and related visa issues. We would ask that this letter be 
entered into the record for today’s hearing. Theresa Cardinal Brown (Director, 
Immigration Policy) will be on hand during the hearing if you have any questions. 
Thank you. 


John Leonard 
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Chamber of Commerce 

OF THE 

United States of America 


R. Bruce Josten 

Executive Vice President 
Government Affairs 


1615 H Street. N.W. 
Washington. D.C. 20062-2000 
202/463-5310 


June 18, 2003 


The Honorable Donald Manzullo 
Chairman 

Committee on Small Business 
U.S. House of Representatives 
2361 Rayburn House Office Building 
Washington, DC 20515 

Dear Chairman Manzullo: 

On behalf of the United States Chamber of Commerce, I am writing to urge caution as 
your Committee begins examining the effects of the transition of jobs in an international 
economy, specifically technology and other white-collar jobs. 

Outsourcing is a complicated business decision that usually involves many factors, in a 
downtumed economy the pressure on businesses to cut costs, both for their own 
operations and by their customers, requires difficult choices. When companies are 
competing in an international market, the inability to effectively manage their workforce 
can mean the difference between gaining the edge and being put out of business. The 
result can mean even greater job losses in the long run. 

The use of certain categories of visas, such as the H- IB or the L-l, by multinational 
companies has been an effective means of maintaining that competitive edge. The visas 
allow companies to manage their global workforce in the most efficient ways, 
transferring knowledge, skills, management and leadership to the locations that can most 
benefit. These visas have been the ‘grease’ of international trade and investment for 
more than thirty years. 

While we are aware of, and appreciate, your ongoing support for free trade, at a time 
when the United States is aggressively seeking to expand free trade agreements, it makes 
little sense to start creating new barriers. 

We would urge you to carefully consider any changes to these programs that would 
further encourage multinational companies to look elsewhere for investment and trade. 

In the long run, expansion of international trade and investment in the United States is in 
the best interests of all. 
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We look forward to working with you and the Committee to address these difficult 
issues, and would ask that this letter be included in the hearing record. 



R. Bruce Jostea 


O 



